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ABSTRACT 
A STUDY TO TEST A MODEL FOR PREDICTING FISCAL 
HEALTH FOR INSTITUTIONS OF PUBLIC HIGHER 
EDUCATION: A CASE STUDY 
SEPTEMBER 2001 
JANET D. WANCZYK, B.B.A., UNIVERSITY OF MASSACHUSETTS, AMHERST 
M.S., UNIVERSITY OF MASSACHUSETTS, AMHERST 
Ed.D., UNIVERSITY OF MASSACHUSETTS, AMHERST 
Directed by: Dr. Johnstone Campbell 
As the financial health of institutions of higher education become uncertain, a 
need exists to assess an institution’s short and long-term viability. The purpose of this 
study is to determine whether a model developed by Leslie and Fretwell (1996) could 
have predicted the fiscal health for a public institution of higher education. The model 
includes factors that should be used in determining fiscal health. They include the 
following: (1) the effects of economic, demographic, and political trends; (2) trends in 
the institution’s financial condition; (3) stability, openness, and courage in management; 
(4) vitality of education programs; and (5) the interaction of all of these factors. This 
case study focused on two 5-year periods at the flagship campus of a northeast public 
university system. The audited financial statements of the campus were used to 
determine the accuracy of the model. This college was selected because it had 
experienced both a financial decline and revival within a 10-year period. 
Through a review of related documents, a questionnaire, and interviews, the 
model was constructed and analyzed. A total of 18 independent variables were 
constructed to represent the four factors. The analytical framework was based upon 
causal path analysis. 
vi 
Even though this study was admittedly exploratory, the findings revealed that 
the Leslie and Fretwell (1996) model is a useful management tool and could provide 
meaningful information for administrators and trustees in planning and decision¬ 
making. Conclusions drawn from the research suggest that 7 of the 18 variables could 
assist in predicting the fiscal health of the campus in this study regardless of whether 
the fiscal condition declined or improved. The variables were divided into three types: 
(1) leading, (2) coincident, and (3) lagging. The leading indicators that could be useful 
in predicting fiscal health are (1) share of state appropriation, (2) SAT scores, (3) 
enrollment, (4) applicant yield and (5) senior staff turnover rate. The single coincident 
indicator was the state appropriation. Finally, the only lagging indicator that could have 
predicted fiscal health for the campus in this study was deferred maintenance. 
The limitations and implications of this study as well as recommendations for 
further research have also been provided. 
/ 
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CHAPTER 1 
INTRODUCTION 
The finances of the college demand special consideration. The 
income from the maintenance fund has steadily decreased, while the 
expenses have correspondingly increased. New methods and appliances 
and new courses opened to meet the growing demands have required 
corresponding outlays. The number of buildings has increased from six 
to twenty-eight, each building requiring care and attention and more or 
less repairing each year. The teaching force has been augmented from 
four to eighteen, and is still inadequate to give the instruction required by 
the charter of the college and the law of the United States under which it 
was founded. It is the logical outcome of a growing institution. There 
can be no middle ground; it must either advance or retrograde,—it cannot 
stand still. This year the income from our maintenance fund has 
diminished $1,500, and we are assured that it will probably be less the 
ensuing twelve months. Predicating our resources on last year’s receipts, 
we find ourselves in debt, through no fault of our own, but through the 
falling off of the rate of percent of our investments. To maintain the 
college, not only in its present standing, but to enable it to do the work 
for which it was founded, we ask that an annual increase to our resources 
be made of $10,000. Our teachers are underpaid and overworked. The 
dairy school requires additional equipment and teaching force. The short 
winter courses, for those unable to spend four years in securing an 
education, need extra help; and the library, which places tools in the 
hands of teacher and pupil, has received the barest additions, except 
through gift and exchange, the past two years. Massachusetts offers her 
sons and daughters the best, and they have a right to demand the best. 
But the best can only be had at the market price for the best. (Henry H. 
Goodell, President, 1899, p.15) 
Background 
Colleges and universities are facing a number of challenges that impact their 
financial condition and in some instances result in crises that threaten the continued 
existence of the institution. These challenges include declining state and federal aid, 
changing demographics, inflation, increased competition, and government regulations. 
Numerous studies of higher education finance have shown rising operating costs and 
declining direct aid in the form of government support (Baum, 1995; Horton & 
Anderson, 1994; Kennedy, 1995). The decline in government support particularly to 
1 
public institutions of higher learning has impacted their development of higher 
education. 
Recent research indicates that finance may be the most critical issue feeing 
American institutions of higher learning (Commission on National Investment in 
Education, 1997; National Commission on the Costs of Higher Education, 1998). Most 
financial problems did not develop overnight. Unfortunately, too many leaders within 
higher education and without did not see the pending financial crisis, or saw it and 
chose to look the other way. The National Commission on the Costs of Higher 
Education (1998) reemphasizes this belief when it reports: 
This Commission, therefore, finds itself in the discomforting position of 
acknowledging that the nations’ academic institutions, justly renowned for their 
ability to analyze practically every other major economic activity in the United 
States, have not developed similar analytic attention to their own financial 
structures. Blessed, until recently, with sufficient resources that allowed 
questions about costs or internal cross-subsidies to be avoided, academic 
institutions now find themselves confronting hard questions about whether their 
spending patterns match their priorities and about how to communicate the 
choices they have made to the public, (p. 16) 
As the financial health of institutions of higher education become uncertain, a 
need exists to assess an institution’s short and long-term viability. More importantly, a 
model that acts as an early warning system is needed to alert campus administrators and 
trustees that a financial crisis is looming on the horizon. In order to create such a 
model, financial data must be thoroughly understood, as it is crucial in making 
decisions and assessing the financial condition of the institution. However, financial 
statement data are difficult to understand and lack decision relevance in assessing an 
institution’s financial viability. 
Public institutions are different from independent schools because of their high 
dependence on State tax dollars and their relative dependence upon State rules and their 
2 
lack of fiscal flexibility. However, the conditions for positive financial outcomes are 
similar for all institutions of higher education. How can an institution predict its future 
financial health? This question has been asked in many ways over the years by many 
institutions of higher education. It is increasingly unclear, however, whether there has 
been an adequate answer to this question in the higher education community. Trustees, 
senior managers of institutions, fiscal staffs, faculty leadership, parents, students, and 
state legislatures continue to struggle with this question of predicting future financial 
health. 
Statement of the Problem 
There is no single model, tool, ratio, or other financial measure to assist the 
campus in this study in identifying emerging financial problems that would result in 
fiscal stress. A secondary problem involves the historical perspective focus of financial 
assessment that often does not include future predictions. Further, there are conflicting 
models that attempt to determine fiscal health for higher education that are in use today. 
Some models are developed internally and used “by” higher education while other 
models are developed externally and are used “on” higher education. The existing 
models range from a single financial indicator such as a college’s bond rating to a blend 
of financial and non-financial data that require sophisticated analysis not to mention a 
large volume of data that must be catalogued, stored and retrieved. 
Untested Model 
In 1996, Leslie and Fretwell studied 13 institutions of higher education to 
explore how institutions can analyze and predict changes in their current financial 
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health. The authors did not discuss nor suggest the use of specific indicators to measure 
fiscal health. Leslie and Fretwell (1996) assumed that institutions had these tools 
available to them. The focus of their study was to present a conceptual model with 
several logical groupings of qualitative and quantitative variables that could be used to 
plan or predict a change in the institution’s financial health. The authors concluded that 
no one set of benchmarks would be useful to all the institutions in their study because 
stress resulted from different sources and was manifested in different ways among the 
institutions. Instead, they focused on an array of signposts that would help institutions 
recognize trends and spot areas of concern. 
Leslie and Fretwell (1996) suggested an analytical model with the following 
factors: (1) trends in the institution’s financial condition; (2) trends in external factors 
(economic, demographic, and political); (3) stability, openness, and courage in 
management; (4) vitality of education programs; and (5) the interaction of all of these 
factors. The authors believe that monitoring all of these trends simultaneously, and 
watching for their cumulative and interactive effects, can provide early warning signs of 
a developing crisis. In this manner, institutions can begin to predict if they are headed 
into or out of trouble. The Leslie and Fretwell (1996) model is untested but is founded 
on the previous work of many scholars of higher education. It deserves serious 
consideration by researchers. 
Definition of Fiscal Health 
A related problem deals with the lack of consensus on a definition of fiscal 
health or the opposite, fiscal stress. According to researcher Ward (1985), one of the 
problems in all studies of fiscal stress has been deriving an adequate operational 
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definition of fiscal health. Another researcher, Bahl (1984) suggests that the results of 
any study should be interpreted in light of the questions asked and approach taken. He 
defines a proper set of indicators of fiscal viability as having the following 
characteristics: (1) the measure permits comparison with other like institutions; (2) the 
measure is derived from analysis of the past, present situation, and future projections; 
(3) the measure reflects consideration of the economic and social structure of the 
environment as well as the financial condition of the government; and (4) the measure is 
based on theory that allows evaluation of fiscal health with respect to clearly defined 
criteria. Once a definition of fiscal health is developed for a particular institution, the 
governing and oversight bodies, administrators, accountants, and auditors should 
establish an early warning system that alerts the institution to a deteriorating situation 
and, where appropriate, enables the administration and others to prepare adequate 
defenses (Woelfel, 1987). 
In order to make a judgment about fiscal health using the Leslie and Fretwell 
(1996) model, a measure of fiscal health had to be selected. KPMG Peat Marwick 
(1996) developed the measure that was used in this study. The KPMG auditing firm 
created a single composite indicator for classifying the financial condition of 
institutions of higher education into one of four categories (exemplary financial health, 
financially sound, potential problem, and immediate problem). The composite score 
combines three traditional fiscal indicators that represent the five fundamental elements 
of financial health: (1) viability, (2) profitability, (3) liquidity, (4) ability to borrow and 
(5) capital resources. The three indicators (viability ratio, primary reserve ratio, and net 
income ratio) have been used alone or in some combination to determine the fiscal 
health of higher education since 1970. The KPMG (1996) methodology was 
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empirically tested against the fiscal results of over 25 public institutions. The KPMG 
(1996) model will not be tested as part of this study. The research will, however, use 
the KPMG composite indicator as a proxy for the dependent variable (fiscal health) in 
the Leslie and Fretwell (1996) model. 
Purpose of the Study 
The purpose of this study was to determine whether an untested model 
developed by Leslie and Fretwell (1996) could have predicted the fiscal results (using 
the KPMG (1996) methodology described in an earlier section) for one campus at two 
points over an 11-year period. This was accomplished by studying the flagship campus 
in a five-campus public university system. The distinctiveness of this campus, 
compared with the other campuses in the system, must be kept in mind in order to 
understand the thrust of my research. This study determined if the Leslie and Fretwell 
(1996) model is a useful management tool and could provide meaningful information 
for administrators and trustees in planning and decision-making in a large, complex 
research institution. It is hoped however that this case has examined in depth a fiscal 
model that could be applied to the other campuses in the subject system. 
Research Questions 
Could Leslie and Fretwell’s model have predicted the decline in fiscal health 
that occurred between 1989 and 1994 for the campus in this study? Could Leslie and 
Fretwell’s model have predicted the improvement in fiscal health that occurred between 
1995 and 2000 for the campus in this study? 
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Subsidiary Questions 
The four vectors within the Leslie and Fretwell model group the subsidiary 
questions. The vectors include: (1) trends in financial condition, (2) trends in external 
factors, (3) characteristics of senior management, and (4) characteristics of education 
programs. 
Trends in Financial Condition 
Could the composite change of deferred maintenance, debt per student, interfund 
transfers and private gifts have predicted the decline in fiscal health that occurred 
between 1989 and 1994 for the campus in this study? 
Could the composite change of deferred maintenance, debt per student, interfund 
transfers and private gifts have predicted the improvement in fiscal health that occurred 
between 1995 and 2000 for the campus in this study? 
Trends in External Factors 
Could the composite change of tuition and fee charges, state appropriation, share 
of state appropriation, SAT scores, enrollment and applicant yield have predicted the 
decline in fiscal health that occurred between 1989 and 1994 for the campus in this 
study? 
Could the composite change of tuition and fee charges, state appropriation, share 
of state appropriation, SAT scores, enrollment and applicant yield have predicted the 
improvement in fiscal health that occurred between 1995 and 2000 for the campus in 
this study? 
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Characteristics of Senior Management 
Could the composite change of turnover in senior management, frequency of 
external and internal communication by senior management, level of chancellor 
involvement in fiscal matters, and inclusiveness of decision making by senior 
management have predicted the decline in fiscal health that occurred between 1989 and 
1994 for the campus in this study? 
Could the composite change of turnover in senior management, frequency of 
external and internal communication by senior management, level of chancellor 
involvement in fiscal matters, and inclusiveness of decision making by senior 
management have predicted the improvement in fiscal health that occurred between 
1995 and 2000 for the campus in this study? 
Characteristics of Education Programs 
Could the composite change of graduation rates, credit hours at graduation, and 
student satisfaction surveys have predicted the decline in fiscal health that occurred 
between 1989 and 1994 for the campus in this study? 
Could the composite change of graduation rates, credit hours at graduation, and 
student satisfaction surveys have predicted the improvement in fiscal health that 
occurred between 1995 and 2000 for the campus in this study? 
Interaction of Vectors 
What impact does the interaction of the four Leslie and Fretwell (1996) vectors 
(trends in financial condition, trends in external factors, characteristics of senior 
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management, and characteristics of education programs) have on predicting the decline 
in fiscal health that occurred between 1989 and 1994 for the campus in this study? 
What impact does the interaction of the four Leslie and Fretwell (1996) vectors 
(trends in financial condition, trends in external factors, characteristics of senior 
management, and characteristics of education programs) have on predicting the 
improvement in fiscal health that occurred between 1995 and 2000 for the campus in 
this study? 
Case Study Subject 
The board of trustees and president’s staff of a newly expanded system of public 
higher education in the northeast were searching for a framework that would predict a 
change in the future fiscal health for its five campuses. The researcher is a member of 
the president’s office staff in this system and is responsible for reporting the financial 
condition of the combined university system as well as each of its campuses to the 
board of trustees on an annual basis. Following a steep decline in financial health at 
one of the campuses in 1994, a trustee met with the researcher to determine why she 
had not warned the board of the impending fiscal crisis. This researcher has been 
searching for an answer to this perplexing question ever since. It is the researcher’s 
belief that every institution of higher education needs a planning model that could 
predict changes in its future financial health. This deeply held belief was the chief 
motivation for this research study. The objectives for this research study were to 
determine if the Leslie and Fretwell (1996) model could have predicted a change in the 
fiscal health for the flagship campus in the system in this study. 
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This study looked at only one of the five campuses in the system because the 
campus that was studied had experienced a wide range of fiscal performance during the 
9-year period 1992 through 2000. The Flagship campus was selected because of its size 
and complexity and also because it is politically important. Also, the Flagship campus 
is the only Extensive (formally Research I) institution within the multi-campus system 
in this study. A final reason for choosing the Flagship campus was that an important 
premise in conducting this research was that the model must be tested using existing 
information. The campus in this study had the most available information. 
Like most institutions of higher education, the campus in this study had been 
faced with the impact of declining revenues and increasing expenditures since 1988. 
Following a decline in the financial health of the entire system in 1994, it became clear 
that early warning indicators would have to be established. The trustees and other 
responsible officials could not maintain their fiduciary responsibility if there were not 
clear expectations for fiscal performance. In response to the fiscal decline in 1994, the 
President’s Office developed five financial indicators that were intended to measure 
financial health as well as serve as an early warning system to indicate emerging 
financial problems at the campuses. 
The financial indicators currently in use at the university in this study are a 
limited and imperfect approach to identifying financial difficulty for its five campuses. 
The current indicators tend to mask and substantially understate the financial problems 
of the campuses. One of the goals of the administration of the public system in this 
study is to improve the financial model used to identify the emergence of financial 
difficulty. This research contributed to that goal by determining whether the Fretwell 
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and Leslie (1996) model could have predicted a change in financial health at the 
institution in this study. 
Limitations 
This study was limited to the flagship campus of a multi-campus public system 
in the northeastern United States. This study was admittedly an exploratory study 
where a new model for predicting a change in higher education fiscal health was tested 
on a single case study. The researcher attempted to overcome the limitations of a single 
case study by gathering and analyzing data across two time periods, thus providing 
multiple data points and the opportunity to compare changes longitudinally. 
Beyond the limitation of a single case study, there are two limitations based on 
the subject that has been selected. The first is that the system in this study remits its 
tuition to the state treasury. This limitation is softened somewhat as the tuition 
component of student charges is approximately 40% of tuition and mandatory fees. The 
mandatory fees representing 60% of all charges to students are kept by the campus in 
this study. The second limitation deals with management control. The campus in this 
study does not have control over tuition and fee increases or negotiated labor increases. 
The campus management makes recommendations on both topics but does not have 
final approval authority. To the degree that the institution in this study is ‘‘typical” of 
other land grant universities, one can make generalizations. 
Definition of Terms 
Capital resources: An institution’s financial and physical capital base that 
supports its operations (KPMG Peat Marwick, 1996). 
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Fiscal stress: Fiscal stress occurs when there is a shortage of resources (Leslie 
andFretwell, 1996). 
Flagship campus: Public university campuses in each state that have a statewide 
draw, comprehensive program offerings, and significant research presence (Moody’s, 
2000). 
Liquidity: The ability of an institution to satisfy its short-term obligations with 
existing assets (KPMG Peat Marwick, 1996). 
Net worth: The difference between assets and liabilities. It is a measure of 
institutional wealth that increases with budget surpluses and decreases with deficits 
(Chabotar and Honan, 1996). 
Profitability: The determination of whether an institution receives more or less 
than it spends in an operating cycle (KPMG Peat Marwick, 1996). 
Viability: The ability of an institution to continue to achieve its operating 
objectives and fulfill its mission over the long term (KPMG Peat Marwick, 1996). 
Organization of the Dissertation 
This dissertation has six chapters. Chapter 1 is the introduction and includes a 
description of the research problem, the purpose of the study, the definition of relevant 
terms, and the significance and limitations of the study. To establish the context and 
theoretical basis for my study, the pertinent literature was reviewed in Chapter 2. The 
methodology employed in this research to study, collect and analyze data is described in 
Chapter 3. The campus under study is described in Chapter 4. Chapter 5 shows the 
results of the study and the findings that follow from the data. Finally, Chapter 6 
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summarizes the research, makes recommendations for further study, and provides 
conclusions based on the data. 
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CHAPTER 2 
LITERATURE REVIEW 
Introduction 
The review of literature is composed of five inter-related parts. Much of the 
literature originates in the late 1970’s following a national fiscal crisis for most of 
higher education. The early studies have been included in this literature review because 
pioneers in the financial health field did many of these studies. More importantly, the 
results of early studies led to theory building that became the framework for the current 
models for defining, measuring and planning or predicting financial health. 
The first literature that was reviewed describes the special features of public 
higher education as they relate to issues of managing fiscal health. Empirical studies on 
special features of public higher education are sparse because each state has its own 
anomalies and it would be difficult to generalize findings across the states. While much 
of this literature is based on the opinions of practitioners, it is nevertheless important to 
understanding the context of the case in this study. 
The second section that was reviewed is an explication of the literature on the 
major underlying theories of the costs of higher education. This is a huge literature and 
this researcher does not propose to be exhaustive in such a review. Instead, important 
pieces of literature will be described, pointing the reader to seminal works and current 
thinking by experts and scholars. The behavior of costs in higher education must be 
understood in order to be able to evaluate the model that is being tested in this study. 
The third literature that was reviewed presents an inventory of best practices in 
selecting measures of fiscal health. Many of the practices have been borrowed from 
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experts from business and industry because measuring fiscal health is not unique to 
higher education. This literature review is the basis for the dependent variable used in 
this study. 
The fourth literature that was reviewed presents planning models theory, 
conditions for successful planning models, concerns about modeling and advantages of 
models. In order to understand the nature of the Leslie and Fretwell (1996) model that 
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is being tested in this study, it is important to understand the distinguishing features of 
planning models and their importance in the authors’ approach. In addition, this 
literature will assist in evaluating whether the Leslie and Fretwell (1996) model has the 
necessary framework to predict fiscal health. 
The fifth and final literature that was reviewed includes samples of models that 
portray the evolution of financial planning models for the last 30 years. This review 
considered models that are constructed to predict fiscal health as a special type of 
financial planning model. It did so because it is important to understand the particular 
characteristics of planning models that are emphasized in the Leslie and Fretwell (1996) 
model. 
Special Features of Public Higher Education 
In order to understand the determinants of fiscal health at a public college or 
university, it is first necessary to consider the special features that these institutions 
have as a result of being state-owned and largely state-supported. These features 
include separate but related topics of goodwill of politicians, the state’s economy, 
disincentives to institutional savings, the impact of multi-campus systems and deferred 
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maintenance. The emergence of these features has had the effect of thwarting good 
management at the campus level (Johnstone, 1990). 
The first and most significant feature is higher education’s dependence upon the 
goodwill of politicians. Hovey (1999) found that while actions of participants in the 
political process can significantly affect the fiscal health of higher education, there is no 
consensus on how to predict political behavior. The political support for continued 
investment in higher education is primarily dependent upon the state’s economy but it is 
equally important that state legislatures believe that higher education is an engine of 
economic development and that they desire to broadly increase participation in higher 
education (Moody’s, 2000). Institutional finances will be significantly affected by the 
success or failure of the post secondary community to claim a steady share of what 
seems likely to be a declining pool of public resources available for social programs 
(Baldridge, Kemerer & Green, 1982). According to Phillips, Morell and Chronister 
(1996), a decrease in state funding is the single greatest cause of financial jeopardy in 
this decade. Hardest hit have been large public universities, which typically have 
experienced greater-than-average cuts. According to Clotfelter (1991), state subsidies 
to public institutions constitute the single most important public policy affecting 
undergraduate student enrollment. 
The second feature of public higher education is its ties to the state’s economy. 
Lenth (1999), former director of higher education policy for the Education Commission 
of the States, found that state funding for higher education reflects underlying 
conditions in a state’s economy and the dollars available in the budget. The author 
(1999) further notes that “higher education is used as the ‘balance wheel’ for state 
budgets and its funds are cut when necessary to meet demands in less discretionary 
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spending areas” (p. 35). Higher education funding is often one of the largest 
discretionary elements of a state’s budget, leaving public institutions vulnerable during 
recessions or low-growth periods (Moody’s, 2000). 
A third feature of public institutions of higher education involves disincentives 
to rational fiscal behavior. The principal revenue for general operations for public 
institutions of higher education comes from state taxes. The amount of state 
appropriations that an institution receives is established annually, generally without any 
carry-forward provision. Johnstone (1990) notes that determining the level of state 
support for higher education is a political process that is driven by a dominant motive of 
reducing the use of state tax revenues wherever possible including reverting funds to the 
state’s general fund at year-end. Getz and Siegfried (1991) cite that “public universities 
will identify other expenditures in order to avoid returning revenues to the state 
legislature” (p. 344). Johnstone (1990) notes further that this characteristic of nearly all 
state budget processes is a powerful disincentive to any institutional savings or to any 
planned downsizing or major reallocation that would require the retention of state funds 
that are unspent at year end. 
The fourth feature of public higher education that has an impact on fiscal health 
is the governance model. Most public universities today are part of a multi-campus 
institution or system. As a result, Kauffman (1993) notes that most public campus 
heads do not report directly to a governing board but, instead, to a chief executive of a 
system. Gaither (1999) believes that the rise of multi-campus systems resulted in 
another administrative layer between individual campuses and their state legislatures. 
As multi-campus systems became more bureaucratized, with more decisions made by 
non-campus based elements and with less faculty responsibility for decisions, the 
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individual campuses controlled fewer variables in their financial planning exercises 
(Gaither, 1999). The author cited constant friction arising over the demarcation 
concerning control: between campuses and the system; between internal and external 
constituencies; and over freedom and control, liberty and license, and rights and 
responsibilities of the involved parties. Gaither (1999) also found that many historic 
state flagships resisted system governance out of a concern that their special status, 
national prestige, or special claim on state resources might be eroded. 
The last feature of public higher education that impacts fiscal health is the 
difficulty with which the infrastructure is preserved or renewed. The primary financial 
pressure currently affecting the public higher education industry is the need to make 
major capital improvements that resulted from years of mounting deferred maintenance 
caused by inadequate state appropriations (Moody’s, 2000). A substantial portion of 
these improvements will be funded by debt issued by the institutions and not the state. 
Most public higher education campuses were largely built or significantly expanded in 
the 1960s. Many of these facilities are nearing the end of their original life spans and 
either need to be replaced or renovated. In addition, Moody’s (2000) believes that 
growth in demand is likely to necessitate some expansion of capacity for academic 
buildings and residence halls. 
Cost Theories Underlying Fiscal Health 
Closely related to defining fiscal health is the topic of costs of higher education. 
There are too many views on rising costs of higher education to be able to mention them 
all but there are several important ones that should be included in this literature 
research. This section will begin with Bowen’s (1980) revenue theory of cost, followed 
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by economists Getz and Siegfried’s (1991) views on rising costs, and last will present 
the important work of Massy and Zemsky (1990) on the behavior of academic costs. 
Revenue Theory of Cost 
Bowen (1980) performed a study to try to find out how much money was needed 
to operate the American system of higher education at a reasonable level. As part of his 
seminal research, Bowen developed the revenue theory of cost (1980). He found that 
the basic concept underlying the revenue theory of cost is that the revenues available for 
education purposes determine an institution’s educational cost per student unit. From 
the revenue theory of cost, Bowen (1980) deduced a set of closely interrelated “laws” 
pertaining to unit costs in colleges and universities. They are: “(1) the dominant goals 
of institutions are educational excellence, prestige, and influence; (2) there is virtually 
no limit to the amount of money an institution could spend for seemingly fruitful 
educational ends; (3) each institution raises all the money it can; (4) each institution 
spends all it raises; and (5) the cumulative effect of the preceding four laws is toward 
every-increasing expenditures” (p. 20). Bowen’s (1980) revenue theory of cost became 
the foundation for many fiscal-planning models that are described later in this chapter 
and are still in use today. 
Economic Views on Rising Costs 
According to economists Getz and Siegfried (1991), there are six different 
points of view about rising costs in higher education. One explanation holds that the 
market is competitive and that institutions must improve the product. A second point of 
view also considers the market for higher education to be competitive but recognizes 
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that increased prices of inputs faced by all colleges and universities will pass through to 
consumers in higher charges even if the students see no improvement in the product. A 
third explanation for rising costs of higher education assumes that the student/faculty 
ratio is difficult to change and colleges and universities have little opportunity to 
substitute other inputs for labor in the face of the rising relative cost of their labor 
inputs. A fourth possible explanation focuses on the fact that faculty and administrators 
are in a position whereby they can enhance their salaries, comfort, and status. A fifth 
view of the rising costs of higher education considers the quality of management and 
decision making in colleges and universities. A sixth view points to a series of 
government regulations that create new expectations for higher education. Getz and 
Siegfried (1991) claim that these six views are not mutually exclusive. 
Getz and Siegfried (1991) found that as enrollments rise, expenditures do not 
respond much. Deans and faculty are asked to provide services to the additional 
students, but their budgets are augmented only marginally. Further, college and 
university business appears to be one in which adjustment to change is slow. Costs per 
student are constant across a wide variety of enrollment levels. 
The Dynamics of Academic Costs 
Massy (1990) developed a conceptual model of the forces driving up costs in 
academic departments in the modem university. He and his colleague, Zemsky, provide 
a powerful explanation of why and how costs are increasing. The authors believe that 
costs increase for five reasons. One reason is more regulation and micro-management. 
The second known as the cost disease occurs because institutions of higher education 
are labor-intensive and the costs increase while output is fixed. The third reason is 
20 
known as the growth force that occurs because a college or university is always 
pressured to attempt quality improvements by service expansion coupled with 
unavoidable salary and benefit costs. The fourth reason is called the administrative 
lattice which is the phenomenon of middle managers and staff increasing at a rate faster 
than the front line service providers - faculty. The fifth and final reason for increasing 
costs is called output creep. This occurs due to increased curriculum scope and 
increased specialization of the curriculum. It also occurs because of the increase in 
departmental research. According to Massy (1990), output creep results in a ratchet 
effect between teaching load and departmental research. 
Measures of Financial Health 
Most researchers agree that variability is the rule and that it is extremely 
difficult to generalize about costs and fiscal health (Bowen, 1980; Brinkman, 1992; 
Cheit; 1971; Leslie & Fretwell, 1996). The challenge for individual public colleges and 
universities will be to adopt measures and yardsticks of financial distress that reflect the 
institution’s particular circumstances (Chabotar & Honan, 1996). These measures must 
be specific and understandable by a broad audience. 
In selecting measures of financial health, it is necessary first to determine a 
framework for looking at these measures. Unless a definition of financial condition is 
used in identifying and developing financial condition indicators, the resulting 
indicators will be meaningless (Collier, 1979; Jenny, 1979). Peat, Marwick (1980) 
suggests using the following four questions as a guide to selecting indicators that reflect 
fiscal health: (1) Is the institution financially healthy or not as of the reporting date? (2) 
Is the institution financially better off or not at the end than it was at the beginning of 
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the year? (3) Did the reporting institution live within its means during the year? (4) 
Why have the institution’s financial ratios behaved in the manner observed? 
In another effort to determine the best indicators to define fiscal health, 
Chabotar and Honan (1996) produced a working paper aimed at inventorying and 
evaluating current yardsticks to measure fiscal stress. The purpose of the paper was to 
reduce subjective judgments in favor of clear and operational definitions of financial 
exigency, a condition that is necessary before tenured faculty can be laid off. The 
authors felt that it is more important that a college or university has a clear, working 
definition of financial distress than precisely what that definition is. Chabotar and 
Honan (1996) grouped indicators of financial condition in three broad categories: 
operating results (budget, cash flow, and student enrollment), net worth and bond 
ratings. The operating budget can be expressed as the net change in current fund 
balance as a percentage of total revenues. The authors suggested two liquidity ratios: 
(1) cash and short-term investments as a percentage of short-term liabilities (available 
funds ratio), and (2) aging of receivables and payables. Net worth can be expressed as 
expendable fund balances as a percentage of total expenditures and mandatory transfers 
or unrestricted current fund assets less unrestricted current fund liabilities. 
More measures of fiscal health are provided by bond rating agencies. Fitch 
IBCA (1998) uses 13 ratios that concentrate on two key areas (operations and financial 
position) when analyzing a public institution’s financial status. The agency believes 
that ongoing operations are the most important factor. They also look at percentages of 
major revenue sources to overall operations. Fitch IBCA (1998) considers available 
funds (cash and investments) to be the best indicator of operational flexibility. The 
overall level of liquidity is determined by comparing available funds with expenditures 
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and mandatory transfers, total debt, and annual debt service. To determine if the debt 
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level is too high, Fitch IBCA (1998) compares the institution’s annual debt burden to 
the size of its operations as well as the fund balance divided by total debt. The rating 
agency considers endowment funds to be important also. Key ratios useful for 
analyzing endowment funds include endowment to operations, endowment to debt, 
endowment per full-time equivalent student, and endowment liquidity. 
Ratios are thought to be important tools for use in defining fiscal health. In 
1998, Curry studied fourteen public universities in the State System of Higher 
Education of Pennsylvania to determine the perceived utility of ratio analysis by 
university presidents, finance vice presidents, and trustees in evaluating an institution’s 
fiscal health. Curry (1998) grouped the ratios into five broad categories that were 
ranked in importance as follows: (1) financial operating performance (surplus or 
deficit), (2) creditworthiness (debt service), (3) revenue contributions, (4) expenditure 
demands and (5) financial viability (liquidity). 
Trustees have been an important audience for indicators of fiscal health. Broad 
(1993) recommends that trustees should look at a select number of financial ratios in 
order to evaluate their institution’s financial condition. They include sources and use of 
funds (contribution and demand ratios), debt structure (debt service, plant equity to 
plant debt and expendable fund balances to debt ratios), liquidity indicators (current 
ratio), long-term measures (expendable fund balances to expenditures and mandatory 
transfers ratio) and results of operations (net revenues to total revenues ratio). 
KPMG (1996), a public accounting firm, identified five fundamental elements of 
financial health for public institutions for higher education that include viability, 
profitability, liquidity, ability to borrow, and capital resources. According to the 
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authors, the same fundamental elements of financial health exist for all business 
segments but the manner in which those elements are measured may differ between 
business segments. This framework was used to produce an inventory of indicators of 
financial health as shown in Table 2.1. 
All of the measures shown in Table 2.1 have advantages and limitations. It is 
not within the scope of this study to investigate or comment on the strength of 
individual indicators. However, the experts all agree on two points when selecting 
indicators of financial health: (1) multiple indicators should be used and (2) profitability 
and viability indicators should always be included. The indicators chosen to represent 
the dependent variable in this study, financial health, were developed by KPMG and 
incorporate these two points. 
KPMG Peat Marwick Financial Ratio Analysis Project 
The U.S. Department of Education (ED) engaged KPMG Peat Marwick 
(KPMG) to assist them in developing an improved methodology, using financial ratios, 
that could be used both as an initial screening device to identify financially troubled 
institutions and as a mechanism for efficiently exercising its financial oversight 
responsibility. In 1996, KPMG convened a task force of experienced individuals 
throughout the higher education community and obtained their feedback at various 
stages of the project. The KPMG model was empirically tested against 25 public 
institutions. 
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Table 2.1 
Inventory of Indicators of Financial Health Grouped 
by Major Elements of Financial Health 
Indicator Authors 
Profitability 
Net Income (revenue minus expenditures & 
mandatory transfers) 
Chabotar & Honan (1996) 
Operating Margin (net income to current 
funds revenue) 
Broad (1993); Chabotar & Honan 
(1996); Curry (1998); KPMG 
Peat Marwick (1996); Moody’s 
(2000) 
Viability • 
Net Worth (assets minus liabilities) Chabotar & Honan (1996) 
Expendable Fund Balance to Expenditures 
& Mandatory Transfers 
Broad (1993); Chabotar & Honan 
(1996); KPMG Peat Marwick 
(1996); Moody’s (2000) 
Expendable Fund Balance to Total Debt Broad (1993); KPMG Peat 
Marwick (1996); Moody’s (2000) 
Liquidity 
Available Funds (cash) to Expenditures & 
Mandatory Transfers 
Fitch IBCA (1998) 
Available Funds (cash) to Total Debt Fitch IBCA (1998) 
Available Funds (cash) to Debt Service Fitch IBCA (1998) 
Available Funds (cash) to Short-term 
Liabilities 
Chabotar & Honan (1996) 
Current Ratio (assets to liabilities) Broad (1993) 
Ability to Borrow 
Debt Service to Expenditures & Mandatory 
Transfers 
Broad (1993); Curry (1998); Fitch 
IBCA (1998) 
Capital Resources 
Plant Equity to Plant Debt Broad (1993); Fitch IBCA (1998) 
KPMG’s final recommendations (1996) included three ratios: (1) viability ratio 
(expendable fund balance as a percentage of plant debt), (2) primary reserve ratio 
(expendable fund balance as a percentage of expenditures and mandatory transfers) and 
(3) net income ratio (net total revenue as a percentage of total current funds revenue). 
The KPMG methodology is the first of its kind because it considers all ratio results 
together, not exclusive of each other. The final composite score enables a single 
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conclusion about an institution’s total financial condition instead of three separate 
conclusions concerning liquidity, profitability and net worth. The authors also 
recommended the use of a five-step process to determine any institutions’ total financial 
health. The five steps are: (1) compute all three ratios; (2) assign a threshold factor to 
each ratio result; (3) multiply each threshold factor by the appropriate weighting 
percentage; (4) sum all the resulting products; and (5) assign the institution to a final 
category of financial health based on its resulting composite score. By applying this 
five-step process, an institution is ultimately placed into one of four categories on the 
spectrum of financial health: (1) exemplary financial heath, (2) financially sound, (3) 
potential problem or (4) immediate problem. 
Fiscal Planning Models 
Planning or prediction models are generally quantitative in nature and are 
designed to help managers and policy planners make more-informed decisions about the 
allocation of resources. A variety of planning models have been developed in the last 
30 years. They deal with student enrollment, faculty workloads, sponsorship of 
research, fund raising, and the need for financial tradeoffs. Some of the models are 
static and other dynamic. All involve subjective judgments and institutional values 
(Hopkins & Massy, 1981). Planning models were also known as policy or decision 
models in the late 1970’s. 
Massy and Hopkins (1979) believed that decision models could aid the central 
administration in providing a stable and predictable financial environment in which the 
academic process could flourish. The authors believed that decision models should be 
an integral part of the planning process of colleges and universities. Their notion was 
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not popular with administrators who believed that modeling took on too many of the 
characteristics of a business that was not consistent with the conservation of long-run 
academic values. 
According to Hopkins and Massy (1981), certain manifestations of the lack of a 
sufficient planning discipline at the institutional level are common. The first 
manifestation is the tendency to concentrate on incremental income and expense on a 
year-by-year basis. Under this circumstance, it is hard to develop credible multi-year 
plans. The second manifestation is a tendency to deal with macro-parameters one at a 
time, often setting objectives or constraints on the basis of criteria that are stated in 
absolute terms rather than by assessing the tradeoffs among desirable (or undesirable) 
alternatives. In this instance, great pressure is exerted on certain income-generating 
(tuition) or expense-reducing (salaries) parameters that act for a time as safety valves. 
The third and last manifestation is the difficulty with which the rational of macro budget 
decisions is communicated to faculty, students, and even trustees. This problem is 
exacerbated when tuition is being raised or new academic programs are being denied or 
old ones cut back. Hopkins and Massy (1981) found that issues of academic and human 
value are continually confounded with those of financial reality. 
The case for developing fiscal planning models has its roots in the causal 
factors of fiscal stress. Numerous authors have remarked on rising costs, declining 
direct aid, and declining government support (Baum, 1994; Gaither, 1999; Horton & 
Anderson, 1994; Kennedy, 1995). Lissner and Taylor (1996) note that financial 
challenges and crises have besieged the 1990s. A key question for higher education is 
whether the period of fiscal constraint and its inevitable impacts in the classroom and 
the laboratory will continue into the future. The authors believe that a fuller 
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understanding of the nature of the current fiscal environment and its impact is critical to 
those involved in the teaching, research, and service missions, not just those involved in 
financial and operational management. 
Another call for better fiscal planning comes from Breneman and Taylor (1996) 
who believe that a structural shift in political and economic environments have taken 
place. The authors’ note that the concern of higher education institutions for acquiring 
adequate resources ebbs and flows yet never goes away. They stated, “Adoption of 
bottom-line business concepts is forcefully suggested by many government officials, 
business leaders, and some administrators in colleges as a means to contain costs of 
higher education” (Breneman & Taylor, 1996, p. 1). 
Several authors have mentioned the importance of financial matters. Quinn 
(1996) said that solutions to today’s problems would need to focus on the financial 
underpinnings of our colleges and universities. The economic reality is that the bills 
have to be paid. Academic excellence counts for little in an institution cannot fill its 
seats or fund its research activities. Conversely, sound financial management can create 
opportunities to attract outstanding faculty and students. According to Meyerson and 
Johnson (1994), change is happening to colleges and universities but is higher education 
responding sufficiently to change. The authors go on to say that “.. .measuring 
performance is a key component of change: it is a way to compare where an institution 
is with where it strives to be in reaction to or anticipation of change” (Meyerson & 
Johnson, 1994, p. 1). Dunn and Wilson state “lack of key financial information can be a 
good predictor of later difficulties in generating and gathering information necessary to 
support strategic plan” (1994, p.124). 
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Planning Models Theory 
It is instructive to place a discussion of planning models in a theoretical context. 
Hopkins and Massy (1981) describe the university-planning problem as one of 
optimizing an institutional multi-criterion value function subject to a set of constraints. 
The constraints can be grouped into three categories: 
1. Physical and behavioral relations (production functions). Teaching, 
learning, research, and other university “products” result from processes 
that depend on certain physical and behavioral relations. 
2. Market relations (demand-and-supply functions). Student demand, 
faculty and staff recruiting are related to how a university interacts with 
its external environment. 
3. Financial relations (revenue and cost functions). The factors involved 
include prices and unit costs as determined by the supply-and-demand 
functions. 
The authors present the planning (or decision) variables as three types: activity 
variables (like student enrollment) stock variables (like buildings and equipment), and 
price variables (like tuition charged to students). A second distinction is made between 
variables that are tangible (enrollment) or intangible (quality of education). The 
optimization of value exercise (planning models) is complicated by the intangible 
nature of some university variables, the dimension of time, the multi-layered 
administrative structure and uncertainty about the future (Hopkins & Massy, 1981). 
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Conditions for Successful Planning Models 
In 1978, a workshop was held to evaluate concepts and case studies in colleges 
and universities financial planning models. A 273- page report was produced to 
chronicle the proceedings. One of the editors, Wyatt, concluded that six conditions 
must exist for a planning model to succeed. First, Wyatt thought that decision makers 
who use models must be involved in their development. Second, the data must be 
representative of the individual institutional situation and must be understood by both 
the user of the model and the developer. Wyatt’s third condition was that a successful 
model must have the support of a key executive. The fourth condition that must exist is 
that the planning model should be kept as simple and straightforward as possible and 
still be meaningful. Fifth, the model results must be communicated with care so that 
misinterpretations can be avoided. The sixth and final condition is to use the model 
defensively to demonstrate both the short-term and long-term effects of policies that 
have been handed down by a higher authority such as a board of trustees or a legislative 
oversight committee. 
Massy and Hopkins (1979) found that a good model can be defined as one 
which is used to help develop an important plan or make a decision, and which 
produces a better result than if intuition and judgment had been used exclusively. The 
essential idea proposed by Massy and Hopkins (1979) is that the administration uses the 
model as an aid to decision making, but does not let the model make the decision. 
According to the authors (1979), characteristics of a good planning model that will gain 
acceptance by people who have significant decision-making responsibilities are: 
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1. Simple - The model’s fundamental characteristics are easy to understand. 
2. Complete on important issues - The major appeal to this model is that it was 
very broad and took into account all the main issues of importance. 
3. Easy to Control - The model’s output is more or less predictable given that 
its inputs are known. It should be possible to achieve a desired output state 
by manipulating the inputs to the model. 
4. Stable — A model should not produce nonsense answers. 
5. Adaptive — The model should be flexible enough to respond to changing 
needs of the decision-maker. 
6. Easy to communicate - The degree of difficulty of communicating with the 
model will determine if it gets used. 
Massy and Hopkins (1979) note that some of the criteria for a good model 
appear to be mutually inconsistent. This is true with respect to completeness and 
stability, on the one hand, and simplicity and controllability on the other. The authors 
believe that models can achieve compromises among these criteria. Massy and 
Hopkins (1979) found that many of the sophisticated computer models being developed 
in the late 1970’s were deficient with respect to the above criteria. 
Concerns about Modeling 
Massy and Hopkins (1978) believed that the biggest danger in applying 
quantitative decision models to the planning problems of colleges and universities is 
that the process will overshadow the institution’s ability to make the truly fundamental 
academic judgments. The authors think that it is possible to over dramatize an 
accountability problem that would lead to a fear that planning will lead to 
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oversimplification and that this, in turn, will distort academic goals and judgments. It is 
also possible that people may come to view the objective or quantitative dimensions as 
the only important ones. Massy and Hopkins (1978) say that this is likely because they 
are easier to plan for and model. The authors urge administrators to include the 
qualitative, subjective, and intuitive in university planning and decision-making. 
A related problem according to Massy and Hopkins (1978) is that sophisticated 
models that require statistical or computer knowledge tend to scare away the very 
people who actually are responsible for conserving and enhancing the value of an 
institution. Effective modeling requires some understanding of what is important for 
the institution and what are the relationships between inputs and outputs. One the one 
hand, academic planning and modeling is fraught with difficulties. On the other hand, 
modeling may be necessary for the efficient use of increasingly scarce resources. 
According to Howard Bowen (1977) much of the discussion of planning models 
for higher education is strongly influenced by the point of view and the jargon of 
business management. Phrases such as cost-benefit analysis, cost effectiveness, 
marginal cost analyst, systems analysis, accountability, market research, program 
budgeting, management by objectives, computerized models for long-range projections 
are commonplace in the discussion of planning models. Many believe that the financial 
problems of higher education would be resolved if it would adopt business management 
procedures. Bowen (1977) says that higher education should resist the kind of models 
that reduce everything to a few simple numbers. Massy and Hopkins (1978) believe that 
there is legitimate concern that adoption of some of the approaches about which Bowen 
is concerned will direct attention to the wrong variables and criteria. Massy and 
Hopkins (1978) found that planning models are often mistrusted when they are 
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implemented at the same time that resources are being constricted, or when the models 
are imposed from the outside. 
Advantages of Models 
Massy and Hopkins (1978) found that the greatest advantage of a model of a 
process is that the structure of the reasoning process or calculations is laid bare. The 
authors say the same is true of the underlying assumptions and the data or judgments 
used as inputs. In this way, a model achieves credibility when sufficient support 
emerges with respect to each area of evaluation. Conversely, Massy and Hopkins 
(1978) found that models could be disproved or discredited if their foundations can be 
attacked successfully. This is important in an environment that aspires to operate 
according to intellectual criteria. The use of decision models help to organize thinking 
and expose it for rigorous debate. 
Models for Planning and Predicting Financial Health 
Schroeder did the most comprehensive survey of models for higher education in 
1973. He divided the models into six categories: (1) planning, programming, and 
budgeting systems; (2) management information systems; (3) resource allocation 
models; (4) models for student planning; (5) faculty staffing models; and (6) 
optimization models. All six models deal with various aspects of financial health such 
as providing the resources to support the mission, collecting, storing and retrieving 
financial and nonfinancial information, cost per student calculations, enrollment 
projections, tenure ratios and maximization of facilities. There have been more models 
developed since 1973 but the categories are not very different from Schroeder’s 
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resource allocation, student and faculty flows, and optimization categories. The new 
models differ by methodology and not by type. Over a 30-year period, the term of 
choice has changed many times. Planning models have been called master plans, 5-year 
plans, planning, programming and budgeting systems, planning models, decision 
models, strategic plans, contextual plans and dashboards. 
Budget Projection Model 
The traditional model used by most institutions to plan or predict financial 
health is the budget projection model. This model has an internal focus and is limited to 
determining if an institution will be in financial equilibrium for one year at a time. This 
model is based upon the resource dependency theory (Bowen, 1980) and only includes 
the components of results of operations: revenue and expenditures. It does not take into 
account any reserves or deficits accumulated from prior years because under the rules of 
the resource dependency theory, an institution will spend all the revenue that it gets. 
This model also falls short when it comes to understanding the long-term impact of 
certain financial decisions that are not included in the projected budget. For example, 
this model does not include the acquisition of capital assets. The popularity and 
strength of the budget model comes from its ease of use. 
Bowen (1980) established that operating budgets omit several costs: a decline in 
the value of the endowment, allowance for bad debts on student loans, future repayment 
of principal on long-term construction loans and provisions for contingencies (that is 
sudden decline in enrollments). The author warns “organizations that build up financial 
reserves can spread the costs over long periods of time” (Bowen, 1980, p.107). 
34 
Capital Plan 
Many institutions have a companion to the annual budget known as the capital 
budget or more commonly, the capital plan. This plan differs from the annual budget in 
that it has a time line of 5 years or more and includes expenditures for capital projects 
only (that is a new facility, a major building renovation, or the acquisition of new 
equipment). Broad (1993) states that a capital plan is the earliest beacon of a change in 
an institution’s direction, mission, or priorities. The author believes that the link 
between any new capital initiative and the institution's mission or strategic plan can be 
made clear in the capital plan. A public higher education institution may secure capital 
from surplus operations, debt, or other sources, including state appropriations, fund 
raising, or federal grants. The means of financing capital development has both short¬ 
term and long-term consequences. Using debt will require debt service to be budgeted 
annually for as many as 30 years in to the future. In addition to debt service, the annual 
operating budget must provide for building operations and any new programs that result 
from the capital expansion. 
Economic Forecasts 
Carol Frances (1980), believing that most college and university administrators 
make economic assumptions about their futures, proposed an economic forecasting 
model for higher education in which “participants would take active anticipation of the 
future in order to engineer more favorable outcomes” (p.l). The model has an external 
focus and is based upon a comprehensive understanding of the relationship of higher 
education to the national economy. The author believes that a college should monitor 
standard economic indicators to determine if the national economy would be headed 
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into a recession. In the event of a recession, Frances’ (1980) model could forecast the 
impact of a recession on major revenue and cost items such as tuition, state 
appropriations, private giving, federal support, student aid and faculty salaries. The 
author admits that this model could only be useful in the hands of a sophisticated higher 
education manager. 
Bond Ratings 
Moody’s, a bond rating agency, uses seven variables to develop a sense of the 
financial condition of public institution’s of higher education that have borrowed money 
in the form of bonds. This model focuses on the external as well as the internal 
environment. Moody’s rates approximately 150 four-year public universities and 
university systems. Because a large share of public university campuses belong to 
statewide systems, the 150 ratings effectively cover the credit of approximately 90% of 
the 615 four-year public universities in the United States (Moody’s, 2000). Moody’s 
has developed a prediction model (2000) that currently looks at seven indicators when 
rating public colleges and universities. They include full-time equivalent enrollment, 
total resources per student, state appropriation as a share of total revenues, expendable 
resources as a percentage of total expenditures and mandatory transfers, expendable 
resources to long-term debt, average operating margin and total debt. This model is 
based on audited financial statements over several time periods. The rating agency 
looks for patterns of decline that will serve as early warning bells for bondholders. If 
significant decline is detected, Moody’s will alert the market that the overall rating for 
the institution has been lowered. The Moody’s (2000) model has a single purpose: to 
predict if an institution will default on debt service payments. 
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Another bond rating agency, Fitch IBCA, evaluates a public institution’s ability 
to make hill and timely debt service payments by analyzing five factors: (1) student 
demand, (2) financial performance, (3) diversity and flexibility of revenues, (4) quality 
of management and governance, and (5) pledges and security given to creditors. The 
agency’s key characteristics for the demand factor include positive or stable enrollment 
trends, low acceptance and high matriculation rates, strong student quality indicators, 
highly regarded academic reputation, high student retention and graduation rates, 
diverse program and degree offerings and wide geographic draw of students. Key 
financial attributes include consistent operating surpluses, manageable debt service 
burden, significant available funds relative to debt burden and operations, ongoing 
maintenance and capital improvements, growing endowment with evidence of 
consistent financial performance and strong alumni support, and diverse revenue 
sources. Fitch IBCA (1998) looks for a strong management team with the following 
traits: (1) business focus in running the institution, (2) proactive approach, (3) ability to 
identify and address areas of weakness and potential future problems, (4) maintenance 
of data evaluating competitive position and demonstrated proficiency in manage 
enrollment, (5) successful track record, and (6) thorough and flexible strategic plan. 
Ratio Analysis 
Since the 1970s, higher education has turned its attention to the use of 
institutional financial ratio analysis. Numerous studies were conducted to analyze 
financial trends using financial ratios (Bolda & Mack, 1983; Brubaker, 1979; Minter & 
Bowen, 1979). In 1980, Peat, Marwick, Mitchell & Company, certified public 
accountants, conducted a study using both financial and non-financial ratios. The study 
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was based on the concept that an institution’s’ financial condition is dependent on the 
environment in which it operates and its basic financial structure. These factors 
influenced the financial risk of the institution. The concept of financial risk was 
considered as a determinant of financial condition. The result of the study was a 
financial self-assessment model with 25 ratios grouped into balance sheet ratios, net 
operating ratios, contribution ratios and demand ratios. This model became popular 
with management and governing board of colleges and universities as an important 
indicator of institutional financial status. Some institutions began including certain of 
these ratios in their annual public reports. In addition, accrediting bodies began 
performing ratio analysis as part of their accreditation review. Ratio analysis also 
provided a perspective on the financial condition of one’s own institution as compared 
with other institutions. 
Trend, or historical analysis, is used to describe the long-range behavior of 
institutional variables over time. Reports comparing year-to-date results for the current 
year and a prior year are commonly used for historical comparisons. Jenny (1992) 
reported that trend analysis “is widely practiced in higher education finance...to 
describe the long-range behavior of institutional data over time” (p.353). He 
recommended that the data analyzed should span a time long enough to incorporate 
turning points and cycles in the elements that influence financial performance, at least 3 
to 5 years. Ratio analysis can and should be a major feature of trend analysis since 
ratios depicted over time display the inherent stability or instability of key relationships 
among important institutional components. 
Internal comparisons of ratios over time, known as trend analysis, may be 
informative. This information may be useful in identifying favorable and unfavorable 
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trends in the data analyzed (Miller & Miller, 1991). However, an inherent limitation of 
ratio analysis is its focus on quantitative relationships between numbers rather than the 
nature of the change. This limitation may lead analysts to draw inaccurate conclusions. 
Ratio analysis has evolved from a single ratio analysis to multiple ratio analysis 
to using ratios as a predictive device. Recent ratio developments affecting colleges and 
universities have begun to focus on using ratios to establish measures for future 
strategies and tactics to accomplish the institution’s mission (KPMG Peat Marwick, 
1995). In 1995, KPMG teamed up with Prager, McCarthy & Sealy to publish a third 
edition of “Ratio Analysis in Higher Education”. In this edition, the authors emphasize 
the idea that all resource decisions are directly connected to mission. In the third 
edition, the number of ratios decreased from 25 in the first edition to just 13. These 13 
ratios were referred to as high-level measures that were essential for institutional leaders 
and interested external users to understand the institution’s performance in 
accomplishing its mission. Such measures related to four key questions that are 
fundamental to institutional transformation within the context of institutional mission: 
(1) Are financial resources sufficient to support the mission? (2) What financial 
resources are available to support the mission? (3) How are financial resources used to 
support the mission? (4) Are financial resources applied efficiently and effectively to 
support the mission (KPMG and Prager, McCarthy & Sealy, 1995, p. 2)? 
Ratio analysis alone cannot provide a complete understanding of all the factors 
impacting an institution’s overall health. Ratio models have several limitations. Ratios 
are limited by the incompleteness of the financial statement to which they are applied. 
For example, financial statements do not include information about deferred 
maintenance on buildings. It would not be possible to determine that an institution’s 
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buildings were in disrepair by looking at its balance sheet. Furthermore, ratios ignore 
factors that are not easily reduced to quantitative terms (Curry, 1998). These factors are 
strength of management, program offerings, niche, competition, demand, and future 
debt plans. 
In another dissertation, Roden (1991) studied financial data from 1985 through 
1987 within the SUNY system, using 19 ratios as independent measures. Roden 
proposed to create standardized ratios that would be useful to decision-making. Roden 
found that ratio analysis can be useful’; however, his study raised valid concerns. These 
issues are (1) it is difficult to find an appropriate dependent measure of fiscal health, (2) 
it is possible for time to confound multiple-year measurements, (3) a relationship 
existing between one or more of the independent variables can lead to an artificially 
high level of explanatory power in the model, (4) the sample must be sufficiently 
homogeneous for internal comparison, (5) it is questionable whether data generated 
from a homogeneous sample can be generalized to a larger population, and (6) it is 
important to understand factors that might confound the efforts to generalize data to a 
larger population. 
Stanford University Financial Tradeoff (TRADES) 
Several planning models were developed at Stanford University between 1973 
and 1978 in a quest for long-run financial equilibrium. The first model developed at 
Stanford for multi-year budget planning was known as the Long-Range Financial 
Forecast. It was a tool that represented budgeting in a multi-year context while 
quantifying financial tradeoffs among major planning variables. It was a device for 
measuring the implications of current estimates of future income and cost parameters 
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for the university’s operating budget. This model examined the impact of uncontrolled 
growth rates on the institution’s operating budget over a period of several years and was 
constructed to suggest desirable directions of change over an unspecified period of time. 
It was not designed to produce a solution in terms of the year-by-year evolution of the 
budget. A different model is needed to accomplish this task. 
The second model in the Stanford modeling strategy was known as the Dynamic 
Budget Equilibrium (Massy & Hopkins, 1979) model. It was used to separate long-run 
growth-rate issues from level issues so as to identify a sustainable budget level and 
feasible growth rates for those items of income and expense that can be controlled. The 
third model used at Stanford was called the Transition-to-Equilibrium (Massy & 
Hopkins, 1979) model. It was used to develop a plan to bring the budget into a position 
of long-run financial equilibrium over a specified period of time. It took the form of a 
system of simultaneous equations that can be solved for corrective budget adjustments 
(expense cuts and income improvements) given current-year budget data and transition 
period growth rates. The final model of the period 1973 to 1978 adopted an interactive 
computer model call TRADES. Massy and Hopkins (1979) developed this model and it 
marked the beginning of computer based planning models. TRADES was a complex 
model with several sub-models that required computer skills to interpret. The real 
significance of the TRADES model according to its developers, Massy and Hopkins 
(1979), was that by taking care of all the tedious financial calculations, the model frees 
the user to focus on his or her preferences for alternative trade-off decisions. 
According to Wyatt (1979), a number of college and university executives were 
skeptical of the combination of computers and planning models. The systems were not 
adaptive to a variety of management styles and skills. They were complex, difficult to 
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change, and not well understood by their users. Further, the information provided was 
not in a useful form to suit the style of the individual administrator. Administrators 
often ignored the computer-based information and employed people to act as 
information interpreters in compiling less complicated information from the computer 
based information systems. 
Strategic Indicators 
In 1993, Taylor, Meyerson and Massy published a book that included 90 ratios 
that they referred to as strategic indicators for higher education. This model assumes 
that strategic planning has linked institutional goals with the allocation of institutional 
resources. The strategic indicator methodology analyzes performance of an institution 
by four fundamental strategic assets (that is financial capital, physical capital, 
information capital, and human capital). These assets are viewed as the critical areas 
that need to be assessed by governing boards in order to fulfill their primary 
responsibilities to protect the long-term vitality of the institution (Taylor, 1991). Within 
the 90 strategic indicators, the authors have identified 10 indicators that they feel 
provide the most revealing assessment of an institution’s viability: revenues, reserves, 
investments, endowment, buildings, land, and equipment, students, faculty, and staff. 
According to Borden and Banta (1994), two important features of higher 
education have limited the strategic planning approach. First, large public universities 
that have diverse stakeholders, complex organizational arrangements, and multiple 
purposes have limited success with defining shared purpose. Second, “strategic 
planning has been adopted as a top-down management approach that is in conflict with 
the collegial faculty governance model of many universities” (Borden & Banta, 1994, p. 
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9). A third limitation of strategic planning is that plans focus on 5- and 10-year time 
frames (Dunn & Wilson, 1994). A fourth limitation is that strategic planning has 
limited application for a new president acting in the short term. Dunn and Wilson 
(1994) found that ‘"two of the most frequently used tools of strategic planning—trend 
data and the strategic plan itself—to be of proven value in the long term but of limited 
value in the short term” (p. 104). Trend data are not useful when the planning horizon 
is compressed, or the issue being analyzed has little precedent. The strategic planning 
process may allow a president to build consensus about goals, but it will also slow down 
the pace of major decisions in the short term. 
Performance Indicators 
In contrast to strategic indicators that are selected internally, external forces 
determine performance indicators. Performance indicators are measures that grew out 
of the accountability movement in many states. Performance funding represents a 
significant departure from traditional budgeting approaches because monies are 
allocated after the outcomes are realized. Results-based funding shifts the budgetary 
focus from input-driven institutional needs to organizational outcomes on a range of 
critical indicators reflecting state priorities (Pisani & Filkins, 2000). A limitation of this 
model is that financial decisions are based on maintaining the externally determined 
performance indicators at levels that will guarantee a certain level of state support. A 
second limitation is that gathering consensus around priority goals, success criteria, and 
sustainable performance-based funding levels is a formidable task in a political climate 
(Pisani & Filkins, 2000). 
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Simultaneous Tracking Model 
A model known as the Simultaneous Tracking Model combines the best features 
of earlier models. The conceptual framework for this model comes from a recent study 
performed by Leslie and Fretwell (1996) who determined that many factors should be 
considered when predicting fiscal health. They include the following: (1) trends in 
financial condition, (2) trends in external factors, (3) characteristics of management, (4) 
characteristics of education programs and (5) the interaction of all of these factors. 
Leslie and Fretwell (1996) learned that there is no one cause of declining fiscal health. 
They stated, “In some cases, declining state appropriations were clearly the major 
source of problems; in others, changes in population trends were more significant.” 
(Leslie & Fretwell, 1996, p. 165). The authors further noted that management style and 
governmental policy at both the state and federal levels also played a major role in the 
lack of fiscal health. 
Leslie and Fretwell (1996) caution that this model does not provide any real 
baseline for determining that a crisis exists or what specific actions an institution should 
take. It does, however, help to locate the hot spots and leverage points in a stressed 
institution. Monitoring all of these trends simultaneously, and watching for their 
cumulative and interactive effects, can provide early warnings signs of a developing 
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crisis. Institutions can began to predict if they are headed into or out of trouble. 
The institutions in Leslie and Fretwell’s (1996) study experienced analytical 
achievements ranging from highly informed assessments of their own situations to 
assessments based on very little quality information. The authors explored how 
institutions can analyze their current situations. They concluded that no one set of 
benchmarks would be useful to all the institutions in their study because stress resulted 
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from different sources and was manifested in different ways among the institutions. 
Instead, they focused on an array of signposts that would help institutions recognize 
trends and spot areas of concern. 
According to Leslie and Fretwell (1996), simultaneous tracking involves 
accumulating existing information from all of an institution’s main activities, and 
making a purposeful and coordinated interpretation of that information to give people 
feedback on trends. Good simultaneous tracking uses indicators resulting from seeking 
out expertise and intelligence about what is going well and not so well. Leslie and 
Fretwell (1996) posit that each institution experiences stress in its own particular way. 
With the assistance of financial “experts”, the researcher will construct variables that 
represent each of the four factors for the institution in this study. 
Financial Trends 
Leslie and Fretwell (1996) believe that chief executives should watch trends of 
four areas closely because they all seemed to signal a serious degree of stress in the 
fundamental financial health of the institutions in the study. The variables that the 
administration should focus on include the level of deferred maintenance on physical 
plant, debt incurred by students, private fundraising and interfund transfers. The 
authors point out “these variables are not substitutes for standard financial indicators but 
that they have some value in predicting longer-term trends—and signaling potential 
trouble well before it shows in current accounts” (1996, p. 184). 
External Trends 
Leslie and Fretwell (1996) found that “No institution could survive if it did not 
educate students” (p.167). Further, the authors said that students demand a quality 
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education that ensures upward mobility. Lastly, tuition dollars and state appropriations 
follow students. These axioms represented the irreducible foundation of fiscal health at 
all of the institutions that Leslie and Fretwell (1996) studied. The authors feel that 
institutions need to analyze their tuition and fee structure to determine if any decline in 
affordability has taken place. Institutions also need to analyze the flow of their 
applications to determine the size and composition of their market. 
Public policy is second in importance only to the market in determining fiscal 
health. Public institutions depend upon state appropriations. According to Fretwell and 
Leslie (1996), four important elements of a state’s policy toward higher education must 
be monitored continuously: stability, balance of power, share of appropriations and 
effects by sector. 
Characteristics of Senior Management 
Leslie and Fretwell (1996) found that the pivot point between programs and 
finance is management. They found several indicators that should be monitored as 
potential early warning signs. Turnover, isolation, style, process and courage should be 
closely watched. Rapid turnover was defined as three successive departures from any 
key management position in a 3-year period. With regard to isolation, the authors 
suggest monitoring the state of internal and external communication to determine if the 
chief executive has been cut off from the external environment or if communication 
between faculty and administration has deteriorated. There is no simple indicator for 
style but Leslie and Fretwell (1996) suggest monitoring the performance of an 
institution’s leaders by looking for appropriate levels of activity and involvement. 
Examining the decision-making process to see whether it is inclusive enough to gain 
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broad acceptance for general strategy and whether leaders have enough support to move 
quickly and effectively during times of real stress monitors process. Lastly, courage 
can be measured by the extent to which people feel connected to and bonded with 
others at a college or university. 
Characteristics of Education Programs 
Leslie and Fretwell (1996) noticed that educational vitality as seen through the 
eyes of the student and fiscal health seemed closely related at the institutions in their 
study. Colleges and universities in weaker condition had trouble attracting and holding 
good students, while institutions in better health attracted better students who had 
higher rates of timely graduation. These trends were good indicators of educational 
vitality and proxy measures of current or future fiscal health. Useful indicators include 
student progress toward degrees and how many credit hours do students accumulate 
before graduating. The authors thought that it is also important to conduct an ongoing 
assessment of student satisfaction through the use of focus groups, interviews, or 
surveys. 
The Interaction of All of These Factors 
Leslie and Fretwell (1996) conclude that fiscal problems are but symptoms of 
several interacting causes that have more or less converged at a critical point. The 
authors believe that monitoring all of the interacting causes simultaneously, and 
watching for their cumulative and interactive effects, can provide early warning signs of 
a developing crisis. In this manner, institutions can begin to predict if they are headed 
into or out of trouble. 
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Chapter Summary 
Based on the literature, the case for fiscal planning and predicting models in 
higher education is not self-evident. On the one hand, the literature is filled with 
examples of models that were little more than management fads. On the other hand, the 
review of literature presented a way of thinking about planning models for public 
institutions of higher education. It was composed of five inter-related sections. The 
first section discussed special features of public higher education that have a direct 
bearing on managing the fiscal health of an institution. The second section presented 
alternative views on rising costs of higher education. The third section searched for an 
appropriate definition of fiscal health. The fourth section dealt with planning model 
theory. The fifth and final section presented several examples of financial planning 
models. 
The five literatures, when taken together provided a rich portrait of planning 
models for public institutions of higher education. This chapter created a template for 
the kind of thinking that is required in implementing a planning model that would be 
able to predict future fiscal health. The theorists mentioned in this literature review 
elucidated the direction of change in planning models over a 30-year period. In their 
view, a strong argument can be made for implementing a comprehensive planning 
model to plan or predict fiscal health. 
It is clear that success depends upon building models that are properly tailored 
to the needs and characteristics of colleges and universities. There are no really good 
models in place but there is this one theoretical one proposed by Leslie and Fretwell 
(1996). This study takes it from theory to practice to see if it works. The model is 
conceptualized in Figure 2.1. 
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Figure 2.1. Simultaneous Tracking Model (Leslie & Fretwell, 1996). Independent 
variables grouped by four major vectors 
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CHAPTER 3 
RESEARCH DESIGN AND METHODOLOGY 
Introduction 
This purpose of this chapter is to explain the methods and procedures that were 
used during the study. Within this framework, the research design, subjects, and 
procedures for the study are presented. In addition, a survey instrument is included, and 
specific interview questions are given. Lastly, it describes methods used for data 
collection, analysis and reporting. 
Purpose of the Study 
The purpose of this study was to determine whether an untested model 
developed by Leslie and Fretwell (1996) could have predicted the fiscal results for one 
campus at two points over an 11-year period. The researcher accomplished this by 
studying the flagship campus in a five-campus public university system. The 
distinctiveness of this campus, compared with the other campuses in the system, must 
be kept in mind in order to understand the thrust of this research. This study determined 
if the Leslie and Fretwell (1996) model is a useful management tool and if it could 
provide meaningful information for administrators and trustees in planning and 
decision-making in a large, complex research institution. It is hoped however that this 
case examined in depth a fiscal model that could be applied to the other campuses in the 
subject system. 
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Research Questions 
Could Leslie and Fretwell’s model have predicted the decline in fiscal health 
that occurred between 1989 and 1994 for the campus in this study? Could Leslie and 
Fretwell’s model have predicted the improvement in fiscal health that occurred between 
1995 and 2000 for the campus in this study? 
Subsidiary Questions 
The four vectors within the Leslie and Fretwell model group the subsidiary 
questions. 
Trends in Financial Condition 
Could the composite change of deferred maintenance, debt per student, interfund 
transfers and private gifts have predicted the decline in fiscal health that occurred 
between 1989 and 1994 for the campus in this study? 
Could the composite change of deferred maintenance, debt per student, interfund 
transfers and private gifts have predicted the improvement in fiscal health that occurred 
between 1995 and 2000 for the campus in this study? 
Trends in External Factors 
Could the composite change of tuition and fee charges, state appropriation, share 
of state appropriation, SAT scores, enrollment and applicant yield have predicted the 
decline in fiscal health that occurred between 1989 and 1994 for the campus in this 
study? 
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Could the composite change of tuition and fee charges, state appropriation, share 
of state appropriation, SAT scores, enrollment and applicant yield have predicted the 
improvement in fiscal health that occurred between 1995 and 2000 for the campus in 
this study? 
Characteristics of Senior Management 
Could the composite change of turnover in senior management, frequency of 
external and internal communication by senior management, level of chancellor 
involvement in fiscal matters, and inclusiveness of decision making by senior 
management have predicted the decline in fiscal health that occurred between 1989 and 
1994 for the campus in this study? 
Could the composite change of turnover in senior management, frequency of 
external and internal communication by senior management, level of chancellor 
involvement in fiscal matters, and inclusiveness of decision making by senior 
management have predicted the improvement in fiscal health that occurred between 
1995 and 2000 for the campus in this study? 
Characteristics of Education Programs 
Could the composite change of graduation rates, credit hours at graduation, and 
student satisfaction surveys have predicted the decline in fiscal health that occurred 
between 1989 and 1994 for the campus in this study? 
Could the composite change of graduation rates, credit hours at graduation, and 
student satisfaction surveys have predicted the improvement in fiscal health that 
occurred between 1995 and 2000 for the campus in this study? 
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Interaction of Vectors 
What impact does the interaction of the four Leslie and Fretwell (1996) vectors 
(trends in financial condition, trends in external factors, characteristics of senior 
management, and characteristics of education programs) have on predicting the decline 
in fiscal health that occurred between 1989 and 1994 for the campus in this study? 
What impact does the interaction of the four Leslie and Fretwell (1996) vectors 
(trends in financial condition, trends in external factors, characteristics of senior 
management, and characteristics of education programs) have on predicting the 
improvement in fiscal health that occurred between 1995 and 2000 for the campus in 
this study? 
Design of the Study 
This study has a mixed design, in that it focused on a model to predict fiscal 
health. In addition to analyzing financial and non-financial data, the researcher chose a 
qualitative research method known as case study research because of its relevance to 
this study. This method employs ‘the in-depth study of instances of a phenomenon in 
its natural context and from the perspective of the participants involved in the 
phenomenon” (Gall, Borg & Gall, 1996, p. 545). 
This research used the case method to test a new fiscal prediction model and 
examined whether senior administrators perceive the variables used in this model as 
useful As such, the study involved “model testing,” as well as the now-traditional 
method of selective case study analysis (Merriam, 1988; Yin, 1989), whereby 
researchers immerse themselves in settings, interview key informants, and explore all 
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relevant documents. The researcher looked for relational patterns between the 
variations in the case study. 
According to Patton (1990), case studies become useful when one needs to 
understand a unique situation in great depth. A case study approach allows the 
researcher to zero in on the organization, the situation, and the resulting interaction. 
Case studies are particularly valuable when the evaluation aims to capture individual 
differences or unique variations from one program setting to another. The more a 
program aims at individualized outcomes, the greater the appropriateness of qualitative 
case methods (Patton, 1990). The Leslie and Fretwell (1996) model is founded on the 
belief that every institution of higher education is unique and therefore should be 
evaluated individually. A case study can capture this individualization and can estimate 
the effectiveness of the model based on the experiences of a single institution. 
Selecting a Case 
Although a multiple-case design frequently is used in case study research, 
Wolcott (1992) argues that the study of multiple cases reduces the total attention that 
can be given to any one of them, and thus serves to weaken rather than to strengthen the 
study. For this reason, only one of the campuses within a multi-campus university was 
studied. It is hoped however that this case examined in depth a fiscal model that could 
be applied to the other campuses in the subject system. The Flagship campus was 
selected because it reflects the phenomenon of interest to the researcher to an extreme 
extent due its size and complexity and also because it is politically important. Also, the 
Flagship campus is the only Extensive (formally Research I) institution within the 
multi-campus system in this study. A final reason for choosing the Flagship campus is 
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that an important premise in conducting this research is that the model must be tested 
using existing information. The campus in this study has the most available 
information. 
Gaining Entry 
The researcher gained entry by making initial contact with the chancellor of the 
campus to be studied. The researcher telephoned the chancellor’s office and requested a 
meeting with the chancellor to explain the study and gain approval to conduct the study. 
During the initial meeting, the researcher sought approval for access to senior personnel 
and documents. The researcher prepared a list of senior positions on campus that 
should participate in the study. The researcher also prepared a list of documents that 
would be needed throughout the study. The researcher answered questions and 
addressed concerns that the Chancellor had. 
Instrument 
Since there was no validated research instrument (questionnaire) available, it 
was necessary to conduct a review of the literature on survey questionnaire formats. 
The questionnaire that was used to conduct the survey of the institution in this study on 
the topic of predicting fiscal health was adapted from the Ratings of Indicators of 
Academic Program Quality and Perceptions of Changes in These Indicators, 1983 
(Skolnik & Rowen, 1984). The questionnaire (Appendix C) was designed to solicit 
responses from senior administrators at the campus in this study concerning 
characteristics of senior management as predictors of fiscal health from 1989 through 
1994 and from 1995 through 2000. The questionnaire was sent to 19 senior 
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administrators (the chancellor, the deputy chancellor, the provost, the vice chancellors, 
the deans and the budget director). This group is recommended by the authors of the 
model and was selected to represent senior leadership at the campus in this study. The 
questionnaire was mailed to the campus office location for each respondent on January 
29, 2001 and a second mailing was sent to non-respondents 4 weeks later. The 
researcher allowed for a total of 8 weeks response time (through April 1, 2001) and 
ended data collection at that time. 
The questions were designed to be both open-ended and closed-ended in order to 
obtain information about characteristics of senior management as predictors of fiscal 
health as well as senior administrator perceptions of those indicators. The questionnaire 
was used to collect respondent ratings in the following manner: 
• Question Number 1: frequency of communication between the chancellor and 
selected senior administrators (use 4-point scale of 1 = none, 2 = rare, 3 = some, 
and 4 = high), 
• Question Number 2: frequency of communication between faculty and selected 
i 
senior administrators (use 4-point scale of 1 = none, 2 = rare, 3 = some, and 4 = 
high), 
• Question Number 3: frequency of communication between selected senior 
positions and external leaders (use 4-point scale of 1 = none, 2 = rare, 3 = some, 
and 4 = high), 
• Question Number 4: level of chancellor active involvement during selected 
events (use 4-point scale of 1 = disengaged, 2 = rarely engaged, 3 = somewhat 
engaged, and 4 = highly engaged), 
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• Question Number 5: chancellor’s inclusion of selected senior administrators, 
faculty and students in decision making (use 4-point scale of 1 = none, 2 = little, 
3 = some, and 4 = high), and 
• Question Number 6: the respondent’s sense of the state of the financial health of 
their campus for the periods 1989 through 1994 and 1995 through 2000 (use 4- 
point scale of 1 = immediate problem, 2 = potential problem, 3 = financially 
sound, and 4 = exemplary financial health). 
A cover letter accompanied the questionnaire. The introductory letter 
(Appendix A) included a description of the purposes of the study and the methods being 
employed. In order to protect the rights of the participants in this study, the researcher 
took several steps. The researcher coded numbers to link survey responses to a 
particular respondent. A person other than the researcher opened the envelopes and 
removed the codes from the bottom of the surveys before the researcher received them. 
Further, the researcher explained that confidentiality of the responses would be 
maintained by storing them in a secure place. Access to the survey responses is limited 
to myself, and reports contain only summary information. A second letter (Appendix 
E) was sent to respondents who did not reply to the first request in a timely manner. 
Data Collection 
According to Gall, Borg and Gall (1996), use of multiple methods to collect data 
about a phenomenon can enhance the validity of case study findings through a process 
called triangulation. The Leslie and Fretwell (1996) model employs triangulation 
because it is based upon a combination of qualitative and quantitative data as inputs to a 
model that predicts fiscal decline that is defined as quantitative data. 
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Interviews 
Interviewing is a qualitative tool for building a conceptual framework from the 
experiences of the participants in a study. The purpose of interviewing is to find out 
what is in and on someone’s mind in order to access the perspective of the person being 
interviewed. Interviewing enables researchers to find out those things that cannot be 
directly observed, such as assumptions, feelings, thoughts, and intentions (Patton, 
1980). As a means of triangulation, the researcher interviewed two senior people. The 
researcher selected the interviewees based on their role in monitoring the fiscal health 
of the campus in this study. First, the researcher obtained informed consent. The 
researcher did this by informing the participants in a letter (Appendix B) that their 
participation is voluntary, that their name will not be used at any time, that they may 
stop participating at any time without penalty, that they have the right to review 
material prior to publication and that they need not answer all questions (Pike, 2000). 
The interview questions were open-ended. This approach allowed the 
interviewees to respond based on their perceptions and experiences and to avoid fitting 
responses to questions. Responses were recorded in writing. The first set of questions 
inquired about which indicators did the interviewees use to monitor the short-term and 
long-term fiscal condition of his/her campus. The second set of questions asked the 
interviewees to describe what is the most significant predictor of fiscal health in his/her 
institution. If time permitted, the researcher asked the interviewees if there is anything 
else that they would like to mention on the topic of the fiscal health of their institution. 
A list of the interview questions can be found in Appendix D. Immediately following 
each interview, post-interview notes were made. The interviewees were told that they 
would be given a draft copy of this dissertation for their review. 
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Documentation 
Many kinds of information were needed and were interpreted to provide a 
thorough analysis of the main activities of the institution in this study. The information 
that was used in this study included many documents that provided insight into the 
fiscal health of the campus in this study. Since these records and documents reflect 
circumstances and situations that occurred prior to the research, they will be free of the 
researcher’s effect and bias (Guba & Lincoln, 1989). Thus, this data provided an 
accurate source of information that was integrated in the financial analysis of the data 
being studied. 
Documents. The researcher requested the following documents and reports: 
• Annual audited financial report (1991 - 2000) 
• Annual operating budget (1989- 2000) 
• State appropriation for higher education (1989 - 2000) 
• Annual capital budget (1989- 2000) 
• Annual financial aid report (1989 - 2000) 
• Annual performance measurement report (1997 - 2000) 
• Headcount & full-time equivalent enrollment (Fall 1988 - Fall 1999) 
• Chancellor’s annual report (1989 - 2000) 
• Strategic plan(s) completed within the last 5 years 
• Deferred maintenance studies completed within the last 11 years 
• Current catalog and 1989 and 1994 catalog 
• Full-time tuition, required fees, and average room and board 
• Applications, acceptances and enrollments by entering status 
(Fall 1988- Fall 1999) 
• Campus vision statement 
• Degrees granted by degree program level and school (1989-2000) 
• SAT scores for entering first-year students 
• Student Satisfaction Surveys (1989 - most recent) 
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Analysis of Data 
Untested Model 
Leslie and Fretwell (1996) did not discuss nor suggest the use of specific 
indicators to measure fiscal health. The authors assumed that institutions had these 
tools available to them. The focus of their study was to present a conceptual model 
with several logical groupings of qualitative and quantitative variables that could be 
used to predict a change in the institution’s financial health. The authors concluded that 
no one set of benchmarks would be useful to all the institutions in their study because 
stress resulted from different sources and was manifested in different ways among the 
institutions. Instead, they focused on an array of signposts that would help institutions 
recognize trends and spot areas of concern. Leslie and Fretwell (1996) suggested an 
analytical model with the following factors: (1) trends in the institution’s financial 
condition; (2) trends in external factors (economic, demographic, and political); (3) 
stability, openness, and courage in management; (4) vitality of education programs; and 
(5) the interaction of all of these factors. Leslie and Fretwell (1996) believe that 
monitoring all of these trends simultaneously, and watching for their cumulative and 
interactive effects, can provide early warnings signs of a developing crisis. In this 
manner, institutions can began to predict if they are headed into or out of trouble. 
Limitations of Model 
There are two limitations based on the subject that has been selected. The first 
is that the system in this study remits its tuition to the state treasury. The Leslie and 
Fretwell (1996) model assumes that the campus retains tuition. This limitation is 
softened somewhat as the tuition component of student charges is approximately 40% 
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of tuition and mandatory fees. The mandatory fees, representing 60% of all charges to 
students, are kept by the campus in this study. The second limitation deals with 
management control. The campus in this study does not have control over student fee 
increases or negotiated labor increases. The campus management makes 
recommendations on both topics but does not have final approval authority. The Leslie 
and Fretwell (1996) model assumes full control over a campus by its senior 
management team. 
Analysis 
The analysis in this study consisted of three types. The researcher performed 
financial analysis using ratios, charted financial and non-financial indicator trend 
analyses as well as performed qualitative analysis using a survey and follow-up 
interviewing. The use of standardized measures alone can seriously distort what is 
actually occurring with an institution of higher education. 
The strength of the effect of the independent variables on the dependent variable 
is strengthened if the patterns discovered in the case study data correspond to 
predictions drawn from the model. Gall, Borg and Gall (1996) believe that repeated 
observations could increase the reliability of case study findings. For this reason, the 
study covered two separate time periods. The first period (1989 through 1994) 
represented a decline in the fiscal condition of the campus while the second period 
(1995 through 2000) represented an improvement in the fiscal condition of the campus. 
It is important that the model was tested under different conditions. 
The research concentrated on the financial health for two multi-year periods: (1) 
1989 through 1994 and (2) 1995 through 2000. Looking at two longer time periods 
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rather than 11 one-year time periods more closely matches the activity cycles of a 
flagship campus which do not begin and end during a single fiscal year. The major 
activities for the campus in this study typically have longer horizons and have a multi¬ 
year impact. For this reason, the independent variables were studied for a longer time 
period. The researcher gathered data beginning with fiscal year 1989. It is important to 
note that the financial information for 1989,1990 and 1991 used in this report has not 
been externally verified because the campus did not produce audited financial 
statements until 1992. 
Unit of Analysis 
Since individual variation is the primary qualitative research issue in this study, 
the unit of analysis was a public higher education campus. The findings in this study 
are discussed at the campus level. 
Financial Analysis 
In order to make a judgment about fiscal health (dependent variable) using the 
Leslie and Fretwell (1996) model the researcher needed to select a measure of fiscal 
health. In the absence of a superior measure, the research employed a methodology 
developed by KPMG Peat Marwick in 1996 for the U.S. Department of Education. The 
KPMG model was empirically tested on the financial data from 25 public institutions. 
The model includes three standard ratios: viability ratio, primary reserve ratio, and net 
income ratio. These ratios have been in use since 1970. The KPMG (1996) 
methodology was selected because it considers all ratio results together, not exclusive 
of each other. The final composite score enables a single conclusion about an 
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institution’s total financial condition instead of three separate conclusions concerning 
liquidity, profitability and net worth. There is no way to know if the composite 
approach is the right measure but it is a critical definition because financial viability 
concerns are a reality which every college and university must identify as early as 
possible so that appropriate action can be taken. 
The KPMG (1996) authors recommend the use of a five-step process to 
determine any institutions’ total financial health. The five steps are: (1) compute the 
viability ratio, the primary reserve ratio, and the net income ratio; (2) assign a threshold 
factor to each ratio result; (3) multiply each threshold factor by the appropriate 
weighting percentage; (4) sum all the resulting products; and (5) assign the institution to 
a final category of financial health based on its resulting composite score. 
Categories of Financial Health 
By applying the five-step KPMG (1996) process, an institution is ultimately 
placed into one of four categories on the spectrum of financial health: 1) exemplary 
financial heath; 2) financially sound; 3) potential problem; or 4) immediate problem. 
Table 3.1 shows the scores related to each category of financial health. 
Viability Ratio 
The viability ratio measures the ability of the institution to liquidate debt from 
its expendable resources. This ratio is calculated by dividing expendable fund balances 
by plant debt. If the ratio is greater than 1 to 1, existing debt could be repaid from 
expendable resources available today. 
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Table 3.1 
Categories of Financial Health 
Category Total Score Description 
I. 4.00 - 5.00 Exemplary Financial Health 
II. 2.50-3.99 Financially Sound 
III. 1.75-2.49 Potential Problem 
IV. 1.00-1.74 Immediate Problem 
Primary Reserve Ratio 
The primary reserve ratio measures the ability to support current operations 
from expendable resources. This ratio is calculated by dividing expendable fund 
balances by total expenditures and mandatory transfers. A ratio of 1 to 1 or greater 
would indicate that an institution could operate for one year without any additional 
revenue being generated. 
Net Income Ratio 
The net income ratio measures the ability of an institution to live within its 
means in a given operating cycle. This ratio is calculated by dividing net total revenues 
by total revenues. A positive ratio indicates a surplus or profit for the year. A negative 
ratio indicates a deficit or loss for the year. 
Thresholds 
The threshold factor for the ratios in the KPMG (1996) model as seen in Table 
3.2 range from one through five (one represents a weak rating and five represents an 
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exemplary financial rating). The thresholds themselves were established using a 
combination of professional judgment, empirical results and information gathered from 
rating institutions (KPMG, 1996). KPMG used the distribution of ratio results from the 
empirical testing phase of their project to validate its conclusions about threshold levels. 
Table 3.2 
Threshold Factors for Public Institutions 
1 
Threshold Factors 
2 3 4 5 
Viability Ratio <.50 .50 - .99 1.0-1.99 2.0-3.99 >4.0 
Primary 
Reserve Ratio <.10 .10-.19 .20 - .44 .45 - .69 >.70 
Net Income 
Ratio <0 0 - .009 .01 - .029 .03 - .049 >.05 
Weighting Percentages 
KPMG (1996) found that by applying different weighting percentages as shown 
in Table 3.3 to each sector, certain ratios and the elements they measure are accorded 
greater importance than others are. The authors developed weighting percentages for 
each of the three ratios based upon the ratio’s relative importance and consultation with 
industry financial experts. 
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Table 3.3 
Weighting Percentages for Public Institutions 
Weighting 
Ratio Percentage 
Viability 35% 
Primary Reserve 55% 
Net Income 10% 
Vector Analysis 
In charting the financial and non-financial trend analysis, the research produced 
composite summaries of four vectors: (1) financial trends, (2) external trends, (3) 
characteristics in senior management, and (4) characteristics in educational programs. 
Each vector includes indicators that were classified in one of three ways: leading 
indicators, coincident indicators or lagging indicators. Table 3.4 depicts this typology 
as applied to the independent variables in this study. 
The analyses incorporated the following steps: 
First, the researcher developed trends by charting 12 indicators for two periods 
(1989 through 1994 and 1995 through 2000) as follows: (1) total dollar amount of 
deferred maintenance on physical plant as a percent of the value of physical plant, (2) 
total dollar amount of debt (loans) incurred per student, (3) total dollar amount of 
interfund transfers, (4) total dollar amount of private gifts, (5) annual tuition and fee 
charges, (6) annual state appropriations received, (7) annual share of state appropriation 
received by campus, (8) annual SAT scores, (9) annual enrollment, (10) annual 
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Table 3.4 
Independent Variables by Type of Indicator 
Leading 
Indicators 
Coincident 
Indicators 
Lagging 
Indicators 
Vector I: Trends in Financial 
Condition 
Deferred Maintenance » 
Debt Per Student 
Interfund Transfers 
Private Gifts 
Vector II: Trends In External 
Factors 
Tuition and Fees 
State Appropriation 
Share of State Appropriation 
SAT 
Enrollment 
Applicant Yield 
Vector HI: Characteristics of 
Senior Management 
Management Characteristics 
Vector IV: Characteristics of 
Education Programs 
Rates of Graduation 
Student Surveys 
Credit Hours at Graduation 
TOTALS 
applicant yield rate, (11) rates of graduation, and (12) results of student satisfaction 
surveys (see survey for scale). Second, for each period in this study, the researcher 
calculated the 5-year percentage change for each of the 12 items developed in the first 
step. Third, the researcher prepared a trend line graph for each independent variable to 
determine how the variable behaved during the 5-year period. Fourth, the researcher 
determined if each vector had any composite change overall and in what direction it 
took place. 
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Characteristic of Senior Management Vector 
Triangulation (the process of using multiple data-collection methods or sources) 
will be used to corroborate findings (Gall, Borg and Gall, 1996). The research used a 
qualitative analysis mode, in which a survey was used to ask the chancellor, the vice 
chancellors, the provost, and the deans about their perceptions of fiscal health of the 
campus and of senior management characteristics. 
First, the responses to the items in the survey were tabulated and analyzed. The 
response frequencies and percentages, overall means, and rank ordering of means were 
computed for all possible responses to each question. The survey can be seen in 
Appendix C. 
Interactivity of the Vectors 
After the composite change had been determined for each of the four vectors 
(trends in financial condition, trends in external factors, characteristics of senior 
management, and characteristics of education programs), a discussion and analysis of 
the vector changes and the interactions among the vectors was needed to eliminate or 
explain some of the changes found in the vector components. To study the interactions 
among the vectors, the researcher employed causal analysis. Miles and Huberman 
(1994) found that causal networks and models help to separate predictor variables from 
outcome variables. Each independent variable in this study was evaluated to determine 
if any other variable used in this model has either a direct or indirect impact on it. Each 
direct and indirect effect was examined to determine if the assumed impact on the 
model of a variable should be eliminated. This research step was narrative as well as 
interpretive and the researcher repeated it for each period under study. 
68 
Final Analysis 
The final analytical step is to compare the results of the study to the hypothetical 
model (Table 3.5) developed by Leslie and Fretwell (1996) to determine if the model 
could have predicted the change in financial health results for the campus in this study 
for two time periods: 1992-1994 and 1995-2000. 
Interviews 
The last step in the research was to interview selected people from the survey 
respondents. The people selected represented the campus watch guards of fiscal health. 
The researcher did this as a final check on the results of the research study. The 
researcher was mainly interested in what models or methods are being used (and by 
whom) to monitor the fiscal health of the campus. 
Chapter Summary 
Data required for testing the Leslie and Fretwell (1996) model were obtained 
from various offices at the Flagship campus. The campus controller’s office provided 
the audited financial statements that were used to calculate a measure of fiscal health. 
Three independent variables (private gifts, proxy for deferred maintenance and 
interfimd transfers) were also taken from the financial statements. The financial aid 
office published data on debt per student and the office of institutional research shared 
annual reports that included various student indicators (enrollment, SATs, applicant 
yield, and graduation rate). The office of student affairs provided the result of student 
satisfaction surveys. The campus budget office published data on three variables: (1) 
campus share of state appropriation, (2) the state appropriation in dollars and (3) student 
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Table 3.5 
Comparison of Hypothesized Relationships to the Actual Relationships Between the 
Independent Variables and the Dependent Variable 
Independent Variable 
Hypothesized 
Relationship 
Actual 
Relationship 
1989 - 1994 
Actual 
Relationship 
1995-2000 
Vector I: Trends in 
Financial Condition 
Deferred Maintenance Negative 
Debt Per Student Negative 
Interfund Transfers Negative 
Private Gifts Positive 
Vector II: Trends in 
External Factors 
Tuition and Fees Positive 
State Appropriation Positive 
Share of State 
Appropriation 
Positive 
SAT Positive 
Enrollment Positive 
Applicant Yield Positive 
Vector III: Characteristics 
of Senior Management 
Senior Staff Turnover Negative 
Frequency of Internal 
Communication 
Positive 
Frequency of External 
Communication 
Positive 
Chancellor Involvement Positive 
Inclusive Decision-making Positive 
Vector IV: Characteristics 
of Education Programs 
Rates of Graduation Positive 
Student Surveys Positive 
Credit Hours at Graduation Negative 
70 
charges. In addition to existing data, a research questionnaire was sent to senior 
management of the campus to gather information on their perceptions of the 
characteristics of senior management. The final data was received during interviews of 
selected senior administrators. 
The data collected was analyzed and the major findings are described in the 
following chapter. 
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CHAPTER 4 
DESCRIPTION OF CASE STUDY: FLAGSHIP CAMPUS 
Introduction 
This chapter includes a description of the Flagship campus and relevant aspects 
of the governance system that surrounds the campus. The campus and system profiles 
focus only on attributes of the campus and system that are pertinent to the management 
of fiscal health. In addition to the profile sections of this chapter, information about the 
external and internal decision-making environments is discussed. The financial 
environment at the Flagship campus is described in detail. The last half of the chapter 
discusses the trustees’ quest to predict financial health, events leading to a system-wide 
model to predict fiscal health, the financial indicators’ model and post implementation 
issues. 
Profile of the State University System 
State University System (SUS) is a northeastern state coeducational institution 
for higher education with five separate campuses and a newly established Center for 
Professional Education. The oldest campus was established as an agricultural college 
under the provisions of the 1862 Morrill Land Grant Acts and was not designated as a 
university until 1947. It took another 18 years before the State University System 
would become a system at which time two more campuses were added. Urban and 
medical campuses were opened in 1965 and 1970, respectively. Another 21 years 
would pass before the state legislature would combine three separate public universities 
into a single system with five campuses geographically dispersed throughout the state. 
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SUS in its current form is a relatively young institution. The state was one of 
the last states to create a university, which took place in 1947 as a result of the 
unprecedented demand for a college education that existed following World War II. 
The private colleges in the same state with SUS, which had successfully resisted the 
efforts to create a public university before the war, simply could not absorb the new 
students. The Legislature was forced to take action and decided to rename the existing 
State College (formerly Agricultural College) to the State University System. 
The fundamental mission of SUS is to provide within available resources the 
highest possible quality of instruction, research and public service to the widest possible 
segment of the citizens of the state. In the fall of 1999, SUS enrolled approximately 
46,000 full time equivalent students. SUS is committed to providing, without 
discrimination, diverse program offerings to meet the needs of the whole of the state's 
population. The State University System’s five campuses possess unique and 
complementary missions. 
Profile of the Flagship Campus 
Founded in 1863 as an agricultural college, the Flagship campus was converted 
to a state college in 1932 and was designated in 1947 as a major state university. It is 
approximately 90 miles west of a major northeastern city. It is the largest campus in the 
SUS with a student body of approximately 17,900 full-time equivalent undergraduate 
and approximately 4,250 full-time equivalent graduate students enrolled in the fall of 
1999. The 1,400-acre Flagship campus includes a library containing over 2.9 million 
bound volumes as well as governmental documents and law collections, a 9,000 seat 
state-of-the-art, multi-purpose convention center, and the fifth largest residential system 
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in the country with 41 campus residence halls in five unique residential areas. The 
operating budget for fiscal year 2000 was $555 million. The student/faculty ratio is 
approximately 18:1, and demand for entrance to the Flagship campus is high. In fall 
1999, 19,900 applications were received for the 4,000 freshman places that were 
available; the average entering freshman was in the upper 25% of his/her high school 
class and had a cumulative average of 3.26 upon graduation from high school. Because 
physical facilities are at capacity, the campus does not plan a significant increase in 
enrollments in the near future. 
The Flagship campus offers the most comprehensive and varied programs of the 
campuses in the SUS, including liberal arts and professional programs, in addition to 
doctoral and research programs. It offers six associate-level programs and 88 bachelors, 
72 masters and 52 doctoral programs. During the 1999-2000 academic year, 130 
associate, 4.038 bachelor and 1,275 advanced degrees were conferred. Students may 
enroll in the College of Humanities and Fine Arts, the College of Social and Behavioral 
Sciences, the College of Natural Sciences and Mathematics, the College of Engineering, 
the College of Food and Natural Resources, the School of Management, the School of 
Education, the School of Nursing, the School of Public Health and Health Sciences or 
the Stockbridge School of Agriculture. 
Enrollment 
Admission to the Flagship campus is open to residents and non-residents of the 
State on a competitive basis. In the fall 1999 semester. State residents accounted for 
approximately 77% and 75% of the Flagship campus’ total undergraduate and graduate 
fall enrollment, respectively. Enrollments at the Flagship campus for both the 
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undergraduate and graduate levels declined in the wake of the budget cuts and student 
cost increases of the early 1990s and rebounded as funding stabilized in the late 1990s. 
Undergraduate enrollment has increased in the last four years of the 1990s while 
graduate enrollment has declined. 
Faculty and Staff 
The Flagship campus had 1,291 faculty members in the fall of 1999, of which 
1,161 or 90% were full-time faculty. Of the full-time faculty, 865 or 75% were tenured, 
174 or 15% were on track for tenure, and the remaining 122 or 10% were non-tenured. 
In addition, the Flagship campus had 1,466 professional and 2,452 classified staff 
members in the fall of 1999, of which 87% and 81% were full-time staff, respectively. 
The Decision-Making Environment 
As is the case with all public universities, the Flagship campus operates within a 
complex milieu of external factors and forces. External factors include the state Board 
of Higher Education, the SUS Board of Trustees, SUS central administration and its 
officers, and various governmental agencies. A brief description of these external 
factors is presented below, followed by a summary of the internal organizational 
arrangements for planning. 
External Factors 
Board of Higher Education 
The State University System is subject to the coordinating authority of the Board 
of Higher Education (BHE). The BHE has the statutory responsibility under the general 
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laws of the state, to develop, foster and advocate for the public higher education system 
in the state (which includes SUS, state colleges and community colleges), to review and 
approve tuition levels at the State University System, to approve changes in academic 
programs at these institutions, and to collaborate with the boards of trustees of the 
public institutions of higher education in the state in order to identify and define 
institutional missions. 
Board of Trustees 
Under the general laws of the state, a Board of Trustees under the coordinating 
authority of the BHE governs SUS. The general laws give SUS trustees the authority to 
govern the campuses and to appoint the president of the system, the chancellors (the 
senior administrative officers of each campus) and other officers and members of the 
professional staff. The general laws also grant to SUS trustees the legal right to 
establish and manage non-appropriated funds. Examples of non-appropriated funds 
include certain student fees, grants and contracts and funds used to support certain 
self-sufficient operations within SUS. 
The trustees consist of 19 voting members and 3 non-voting members. The 
governor of the state appoints 17 voting members of the SUS trustees; at least 5 of those 
appointed must be alumni of one of the campuses in the System and one must be a 
representative of organized labor. Two of the voting members are full-time students of 
one of the campuses, and three additional full-time students act as non-voting members. 
The student members are elected annually from each of the five campuses, and the two 
voting student positions are rotated annually among the members representing the five 
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campuses. The trustees, except for the student members, serve 5-year staggered terms. 
The student members serve 1-year terms. 
Central Administration 
A central administrative staff coordinates the overall operations of the campuses 
of SUS. The central administration establishes broad policies in academic affairs, 
finance, research administration, personnel, legal affairs, and other areas in order to 
effect system-wide coordination. The policies are generally rather broad, thus leaving 
individual campuses with a great deal of flexibility and autonomy to manage their own 
operations. However, each campus is subject to a variety of operating constraints in the 
financial area that originated in various state agencies. 
Administrative Officers of the SUS 
The president is the chief executive officer of the SUS and is responsible for 
implementing the policies of the Trustees and for providing leadership for the activities 
and operations of the SUS. The President’s Office is responsible for the development 
of academic and financial policy, over-all coordination of SUS activities, and certain 
university-wide operational activities, including SUS Internal Audit, Treasurer and 
Controller functions, information systems and human resources. In addition to the 
Executive Vice President, the President’s Senior Staff includes the Vice President for 
Management and Fiscal Affairs, who is the chief financial officer for the University, the 
Vice President for University Relations, and the Vice President for Economic 
Development, the Vice President and General Counsel and the Vice President for 
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Academic Affairs. Five Chancellors, who are responsible for the administration of their 
respective campuses, also report directly to the President. 
Government Agencies 
The government agencies most active in controlling the financial operations of 
the Flagship campus in addition to the BHE mentioned above are the State Budget 
Office and the Office of the State Comptroller. The State Budget Office has developed 
an elaborate set of procedures to govern financial transactions within the state 
appropriation and the Office of the State Comptroller engages in both pre- and post¬ 
audit for the state appropriation that result in a vast duplication of controls on financial 
operations. 
In summary, there are a number of governmental bodies that exercise control 
over the financial operations of the State University System campuses, but the most 
important constraints are exercised by the legislature. They operate, for the most part, 
in a one-year context. 
Internal Organization for Planning 
A strong link exists between internal planning and the financial condition of a 
campus. After the Flagship campus reached its financial low point in 1994, it was clear 
that the campus needed to engage in strategic planning in order to halt and reverse its 
deteriorating financial health. An extensive planning process was initiated in 1994 with 
wide involvement of the Flagship campus community through six task forces and six 
working groups. The task forces included teaching and learning, public service, 
economic development, multiculturalism and diversity, and research and graduate 
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education. The working groups represented the following areas: financial resources, 
support services, student services, external relations, physical facilities and human 
resources. 
It took 3 years for each task force and working group to produce a report that 
guided the academic and academic support units to develop plans which were submitted 
to the deans and directors and were, in turn, consolidated into a plan for each of the 
areas of the vice chancellors and deputy chancellor. This community-based approach to 
planning was important because of the multitudinous planning efforts of the past, few of 
which were implemented or sustained over the years. Past planning efforts had a 
lifetime equal to that of the administration involved. The strategic planning approach, 
which produced 20 areas of focus, was grounded in unit planning and in community 
level task forces. In the fall of2000, the chancellor prepared a report on the progress of 
the strategic plan put in place in 1997. Fifteen of the 20 goals had been exceeded or 
met within 3 years. 
Financial Planning 
The Office of Administration and Finance, under the direction of the vice- 
chancellor for administration and finance is responsible for financial planning. The 
campus budget office coordinates the forecasting and budget process, while accounting 
and budget control is under the auspices of the campus controller’s office. The horizon 
for financial planning is normally one year although the campus has been projecting 
certain financial indicators for 5 years at a time. 
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The Financial Environment at Flagship Campus 
The Flagship campus' internal accounting is maintained on a budgetary basis, a 
modified accrual method of accounting. Additionally, the campus prepares annual 
audited financial statements in accordance with generally accepted accounting 
principles on an accrual basis. 
Revenues and Budgeting 
In general, the Flagship campus receives revenues from three major sources: 
state appropriations, student fees and self-supporting activities and federal and state 
contracts where fees are charged to cover the cost of providing the service. 
General Operations 
Revenues from general operations are derived from a variety of sources and may 
be expended on activities furthering the general education, research, and public service 
mission of the University, including teaching and related student support services, 
research, public service, institutional support, and general maintenance activities. 
Table 4.1 
Flagship Revenue Categories (In thousands of dollars) 
Revenues: 
Fiscal Year 
1989 % 
Fiscal Year 
2000 % 
General Operations $259,890 64 $379,364 63 
Sales and Services 79,957 20 127,296 21 
Restricted 66,993 16 95,689 16 
Total Revenues $406,840 100 $602,349 100 
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Funding sources for this category include student fees, the state maintenance 
appropriation, and other sources (interest income, unrestricted giving and recovery of 
indirect cost). General operations revenue was 64% of total revenues in fiscal 1989 and 
63% in fiscal 2000. State appropriations provided approximately 58% of general 
operations in fiscal year 2000 compared to 63% in fiscal year 1989. Student fees 
increased from 7% of general operations revenue in 1989 to 17% in fiscal year 2000. 
Table 4.2 
Components of General Operations (In thousands of dollars) 
General Operations 
Fiscal Year 
1989 % 
Fiscal Year 
2000 % 
Student Fees $19,067 7 $62,700 17 
State Appropriation 163,606 63 221,290 58 
Other Sources 77,217 30 95,374 25 
Total Revenues $259,890 100 $379,364 100 
Sales and Services 
Revenues generated from certain sales and/or services are presented in the 
budget separately from general operations and by law may be used to support only the 
operations of those services. An example of a designated fund is a trust fund 
established to receive revenues from a parking garage. By law, this revenue is used 
only for expenses relating to parking and transportation. Other examples in this 
category are auxiliary enterprises such as dining halls, dormitories, and bookstores; 
student fee-based activities (other than the general student fee), such as continuing 
education and international programs; and educational activities such as counseling 
services. Sales and service revenue increased to 21% of general operations revenue in 
2000 from 20% in fiscal year 1989. 
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Restricted Funds 
In addition to the two foregoing categories of revenue, the campus receives 
revenue from non-campus sources, which, like the designated funds, are limited in their 
uses. These funds include: state and federal student financial aid funds; state, federal, 
and private grants and contracts; restricted endowment and scholarship funds; and land 
grant funds for the Flagship campus. These funds are available for debt service, except 
to the extent they are earmarked or restricted as to use by the grantor or donor. 
Tuition 
Unless otherwise permitted by the legislature, the Flagship campus is required to 
remit tuition to the State. Therefore, the campus collects student tuition on behalf of the 
State and remits it to the State’s general fund. There is no direct connection between 
the amount of tuition revenue collected by the Flagship campus and the amount of state 
funds appropriated in any given year. 
Capital Plans 
The State University System must follow certain procedures for state capital 
spending as defined by the State Office of Administration and Finance. Such spending 
may be financed through the issuance of State general or special obligation bonds or 
other designated revenue, including transfers from budgeted funds. The State’s 
Division of Capital Asset Management (DCAM) manages a five-year capital-spending 
limit that is assigned by the State’s Secretary for Administration and Finance. SUS 
works closely with DCAM to ensure that its priorities are included in the five-year 
capital plan for state fUnding. The SUS’ five-year capital plan incorporates the funding 
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through DCAM and other funding sources such as the State University System Building 
Authority and private fundraising. The Flagship campus funds its capital plans through 
some combination of moneys received from campus operations. Building Authority 
financing. State appropriations, and private fund raising. In 1996 the Flagship campus 
initiated a more active program to address the deferred maintenance needs of its 
campuses. As a result, there has been approximately $63 million spent to repair and 
renovate facilities at the University’s campuses from a combination of University 
sources and direct State support. 
Budget Process 
The State University System’s fiscal year, like that of the state, is from July 1 
through June 30. A key source of SUS revenues is the annual state appropriation 
determined in the state’s annual budget process. This process begins approximately one 
year in advance of each fiscal year. SUS prepares its consolidated state budget request 
and forwards it to the Governor and the House and Senate Committees on Ways and 
Means. A copy of SUS’ request is also forwarded to the BHE that incorporates the 
request in whole or in part into its state budget request for the entire public higher 
education system. The Governor makes funding recommendations to the Legislature. 
The Legislature in turn appropriates funds to the Trustees, which distributes the funds to 
the five campuses. 
The State budget process, however, is only one of several ongoing budgetary 
and review processes that culminate in production and presentation to the Trustees of 
the overall annual SUS operating budget. For purposes of the operating budget 
presentation, the University’s revenues are divided into three separate components: 
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General Operations, Sales and Services, and Restricted Funds. Annual budgeted 
revenues and expenditures not related to State appropriations are reviewed and 
approved by the University’s Board of Trustees prior to the beginning of the fiscal year. 
All non-appropriated funds are managed and grouped for budgetary purposes 
into several trust funds. Non-appropriated funds include, for example, student fees, 
gifts, grants, contracts, and sponsored programs. The Board of Trustees of the system 
in its sole discretion establishes and collects certain student fees and charges, including 
charges for room and board. These funds are retained by SUS. Approximately 66% of 
SUS funds are currently non-appropriated. 
University trust funds are financial accounts that are established by the 
University Trustees under authority granted by the legislature in connection with 
self-supporting operations, such as student services, parking, and certain research and 
public service activities. Revenues received from these self-supporting activities are 
expended by law for the purpose for which the fund was established. SUS Trustees 
exercise oversight and control over these funds through official policy guidelines, 
annual budget review and approval, and periodic internal and external audits of certain 
accounts. Beginning with fiscal year 1992, the Trustees have required that external 
audits of all accounts and fund groups be performed by certified public accountants on a 
system-wide basis. 
The University’s financial operations consist of two major expense categories: 
educational and general, and auxiliary enterprises. The educational and general expense 
budget includes research, academic programs, public service programs, student services 
programs, and academic and institutional support programs, physical plant operations 
and financial aid. These activities are funded from student fees (not tuition). State 
84 
appropriations, the federal government and certain unrestricted grants and contracts. 
Auxiliary enterprises are a set of self-sufficient services ancillary to the general 
educational mission of the University. These include such items as dining and 
residence halls, student health services, and parking facilities. The auxiliary enterprises 
budget is a revenue-based trust fund. No assurance can be given that future trust fimd 
revenues will continue to be sufficient to support self-amortizing projects or other 
auxiliary enterprises. 
The style of budgeting at the Flagship campus is basically centralized. That is, 
budgets are determined centrally on the basis of recommendations from deans and 
department heads. Sources of general-fund revenue are not attributable to 
organizational units, except for auxiliary enterprises that operate on a self-supporting 
basis. 
Current Financial Planning Model 
The current financial planning process is focused primarily on revenue 
enhancement with a secondary but major focus on expenditures. The planning process 
differs by the degree of control that the campus administration has over the revenue 
source. General operating revenues are controlled and monitored centrally. This 
revenue group includes the state appropriation, student fees, investment income and 
unrestricted private giving. Revenues from self-supporting activities are controlled at 
the department level but monitored by the campus budget office. This revenue group 
includes all fees for service activities and certain student fees. 
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Table 4.3 
Flagship Expenditure Categories (In thousands of dollars) 
Expenditures & Transfers: 
Fiscal Year 
1989 % 
Fiscal Year 
2000 % 
Educational & General $323,508 79.9 $459,778 76.8 
Auxiliary Enterprises 69,028 17.0 102,308 17.1 
Mandatory Transfers 6,077 1.5 11,315 1.9 
Nonmandatory Transfers 6,258 1.5 25,647 4.3 
| Total Expenditures & Transfers $404,871 100.0 $599,048 100.0 
Source: Financial Report, 2000. 
General Operating Revenues 
The financial planning exercise for general operating revenues focuses on two 
revenue sources that total 47% of the annual operating budget. It is important to point 
out that the campus has no control over these two sources because largely the political 
process within the state and within SUS determines them. The first revenue source is 
the state appropriation for general maintenance. As the largest revenue source for the 
Flagship campus, the state appropriation is the critical cornerstone of the budget 
process. The Flagship campus budget office monitors the tax revenue of the state 
because it has been the most reliable predictor of appropriations to the SUS. The 
second variable is student fees. The tuition component of student charges is remitted to 
the state and is therefore not available to the campus. The campus budget office 
monitors enrollment trends as well as state demographics. They also keep a close watch 
on the economy and the political process within the state, which are key determinants of 
whether fees will be increased and by how much. The campus budget office monitors 
the general operating revenue categories on a monthly or semester basis to make sure 
that the projected revenues which have been budgeted are realized. 
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Once the state appropriation and student fee revenues are known, the campus 
can focus on financial planning for expenditures made from the state appropriation and 
from the campus general fund. In monitoring expenditures from the state appropriation, 
the campus budget office must ensure that the Flagship campus as a whole spends the 
entire state budget. This is critical because the state appropriation cannot be carried 
forward from year to year and all balances at June 30th are reverted to the state’s general 
fund. Planning for expenditures from the student fee revenue concentrates on keeping 
expenditures within the annual operating budget. Allowing the department’s to keep 
unspent balances at year end encourages lower spending than would occur if the 
balances reverted to the central offices at the end of the year. 
Revenues from Self-Supporting Activities 
The campus has over 80 self-supporting activities or funds, as they are known. 
The revenues from these funds are substantial but they are not available to be used for 
any other purpose than the purpose for which the fund was established. This group 
includes activities like auxiliary services, health services, residence halls, and sales and 
services of educational activities. While the central budget office does monitor these 
funds twice annually, the primary responsibility for maintaining fiscal health lies with 
the fund administrator. If an individual fund has large unanticipated expenditures that 
cause deficits, the central budget office will work with the fund administrator to develop 
a plan to reverse the fiscal condition of the fund. 
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Trustees’ Quest to Predict Financial Health 
Historically, Trustees have been trying to predict financial health for as long as 
the Flagship campus has been operational. It will be useful to look at the first time that 
the operating margin was mentioned as an indicator of financial health for the campus. 
Viewing the operating margin from a historical perspective will help focus on the 
important aspects of this primary indicator as it is examined in the present period. 
The first time that the operating margin is referenced in trustee minutes is April 
29, 1878, over 120 years ago. Prior to this date, the Agricultural College (later to be 
renamed Flagship Campus) had overspent its income 2 years earlier in 1876. The 
trustees asked the Legislature to bail them out but the Legislature declined. The trustees 
responded by borrowing $24,000, an amount equal to an entire year’s expenses. When 
the College ran into trouble again in 1878, the trustees knew that they needed a plan to 
survive. They determined on April 29, 1878 that “the expenses of the College should 
be reduced so as to come within the income.” This is the first reference to the concept 
of operating margin. The financial crisis of 1878 led to a committee to study the 
reorganization of the college. By January 1879, the president had resigned for a “more 
agreeable and desirable position.” By May of the same year, the tiny agricultural 
college could not pay its bills. The trustees had to take action. The first step was to 
instruct the Treasurer “to stop the incurring of all bills except current salaries till 
otherwise ordered.” At the same meeting, the trustees also reneged on a note to pay the 
president his back salary. Seven days later, at a special meeting held on May 9, 1879, 
the trustees who were determined to save the college made the following report: 
The committee on reorganization, after careful consideration of the present 
and prospective income of the college, submit the following 
recommendations with a view to bringing the expenses within the income. 
(Second reference to the concept of operating margin.) 
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Fees: 
• The income that comes from tuition is set at $36 annually and 
• Room and board is set at $30 (that is no new income). 
Expenses: 
• First, abolish the professorship of mental and moral sciences (cut a 
program) 
• Second, reduce the salary of the Treasurer to $400 (administrative 
reduction) 
• Third, dismiss the farm superintendent and appoint a foreman who shall 
be under the direction of the committee at a salary not exceeding $500 
(administrative reduction followed by administrative redesign) 
• Fourth, equalize the salaries of the professors and officers (the formative 
years for faculty unionization) and 
• Fifth, leave the president’s position vacant (more administrative 
reduction). 
The report concluded, “These changes will bring the expenditures slightly within the 
estimated income, and leave only a small margin.” This is the third and final reference 
to the concept of operating margin. 
Although not mentioned in the 1879 reorganization report, multiple revenue 
sources existed in 1879 but the Trustees had no control over them. We also learn from 
the Annual Report of 1879 that the endowment in 1879 was too small to produce any 
significant income. Further, the state appropriation might be authorized by the 
legislature but sometimes it couldn’t be paid to the college for a whole year because the 
state treasury had insufficient funds. 
And so, the operating margin-a simple concept-has been important to trustees at 
SUS for over 120 years because it measures the ability to continue important programs 
into the future. This is known as the “going-concern concept.” We can also see that 
multiple revenue sources, which sometimes complicate financial analysis of the 
operating margin, are also a tradition lasting over 120 years. Now, to my main point: as 
you can see in the 1879 example, the operating margin is a direct result of trustee 
policies regarding fee levels and salary expenditures. 
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The SUS President’s Office has been searching for a framework that would 
establish minimum fiscal criteria for the system’s five campuses. The framework 
would answer the following questions: What determines financial soundness? When 
should the early warning bell sound? When is a campus bankrupt? What steps should 
the President’s Office take and what steps should the campus take? The challenge with 
establishing a framework was to recognize that the five campuses are fully accountable 
for their fiscal affairs yet the Board of Trustees are responsible for the fiduciary 
condition of the SUS. Herein lies the fundamental issue: is SUS a federation of five 
campuses, or is it a single unified system with five campuses? 
When a campus experiences fiscal problems, a management problem occurs at 
two levels of the SUS system. The first problem exists between the campus and the 
President’s Office. The second problem concerns the operations at the campus level. 
Like most institutions of higher education, the SUS has been faced with the impact of 
declining revenues and increasing expense requirements since 1988. Each of the five 
campuses has very different profiles but, clearly, there needed to be a higher level of 
fiscal discipline for all components of the University. Following a fiscal decline in 
1994 it became very clear that some standards would have to be established. The 
trustees and other responsible officials could not maintain their fiduciary responsibility 
( 
if there were not clear expectations for fiscal performance. In response to the campus 
fiscal crisis, the President’s Office has developed five financial indicators that serve as 
an early warning system when a campus is in fiscal trouble. Subsequently, the Trustees 
mandated that comparative campus data be developed so they would understand 
precisely how each campus was doing when compared to the others, a process that 
central staff had resisted for years because of University politics. 
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The chief executive and financial officers of the campuses, along with 
President’s Office staff were faced with a new set of expectations that they had not 
signed on for. After extensive internal discussion with external auditors, staff and 
Trustees, a set of outcome indicators with targets and minimum standards were 
established. Choosing minimum levels for indicators was a challenge because no 
absolute set of standards exists. In the absence of such guidance, SUS fiscal staff 
studied comparative data for many public institutions prepared by bond rating agencies 
such as Moodys and Standard and Poors. To feel more comfortable with the rating 
agencies' data, the staff also created their own database of financial indicators for public 
schools. 
They quickly learned that public institutions are different than independent 
schools because of their high dependence on State tax dollars and their relative 
dependence upon State rules and their lack of fiscal flexibility. However, the conditions 
for positive financial outcomes are similar for all institutions of higher education. The 
real question is: what should good performance be? Why does a public institution need 
a working reserve or cushion? Why should they produce a surplus on an annual basis? 
Why should they strive for healthy current ratios of assets to liabilities? All of these 
questions had to be answered in an environment that has operated on a cash basis for its 
entire history. The rest of this chapter describes the University's journey in quest of the 
answers to these questions. 
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Events Lagging to Financial Indicators’ Model Development 
First External Audit 
One year before the merger of the five campuses occurred (1991), SUS initiated 
conversations with the State Comptroller about the possibility of securing a financial 
audit separate from the federally mandated State Single Audit that had included all 
public institutions in the state since 1987. This bold step was planned for two reasons. 
First, the audit was necessary due to a change in the legislation that had previously 
prevented SUS from incurring long-term debt. In order to receive the best possible 
bond rating, it became necessary to have a separate financial audit for SUS. The second 
reason to undertake a financial audit by an external party was to gain back some 
credibility with government policy makers. It was hoped that an external review of 
SUS finances would favorably impact legislative decisions. 
The first audit began in August 1991 and ended eight months later in March 
1992. The audit focused on assets and liabilities only. It would be another year before 
expenditures and revenues would undergo the review of an external audit. The SUS 
financial staff did not have the reporting skills or the financial systems that would be 
critical to successful completion of a financial audit in a more timely fashion. It would 
be an understatement to say that campus leaders could not immediately see the value of 
a financial audit that eroded their resources for eight months only to produce a financial 
report that they did not want in the first place. SUS was cited by its external auditors 
for not having interim financial reports that compared the results of operations with the 
operating budget. The long painful process of upgrading the skills of the existing staff 
began immediately. 
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The First Financial Report 
The first audited Financial Report was presented to the Board of Trustees for the 
year ended June 30, 1992. Generally speaking, campus leaders were not comfortable 
discussing information contained within the report and subsequently, everyone ignored 
the report. The 1992 Financial Report was a one-of-a-kind document that almost no 
one was prepared to comprehend mainly because it was not clear to anyone how it 
might be useful. Results of operations for the year ended June 30, 1992 on the accrual 
basis was a surplus of $56.6 million compared to the 1992 operating budget projection 
of a $2.5 million surplus. The first report by definition had no predecessor to compare 
it to, and due to the fact that it was prepared on the accrual basis, it bore no relationship 
to the operating budget that is prepared on the cash basis. Due to the lack of availability 
of any prior years’ financial reports, the 1992 campus financial statements for the five 
campuses were compared to one another through the use of eleven financial indicators. 
The important lesson learned in this first year was that it was unrealistic to 
expect that lay trustees or nonfinancial campus leaders could understand the Financial 
Report. Further, the goal of influencing government policy makers did not occur. 
Comparison to Other Systems 
Beginning in 1992, SUS undertook an annual study of comparisons to other 
schools to show how SUS was different rather than why SUS was not the same. The 
SUS financial statements were compared to similar institutions through the use of 
eleven key financial indictors that were also used to compare the campuses to one 
another. In addition, SUS requested that Dunn and Bradstreet perform an independent 
financial evaluation of SUS. This review confirmed what SUS senior management and 
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Trustees already knew about the financial condition of SUS. It was stable and needed 
improvement. 
Interviews with Trustees 
As the financial staff grappled with the new expectations created by the external 
auditors, it was clear that Trustees should be interviewed to get their input about 
improvements that should be made to the Operating Budget and various financial 
reports that the Board of Trustees receives. All the Trustees interviewed admitted being 
confused by the new financial report because it did not appear to have anything in 
common with the traditional annual Operating Budget. The interviews were very 
productive and gave rise to new reporting requirements. 
Reconciliation between the Operating Budget and the Annual Financial Report 
are now provided as part of the Annual Financial Report presentation. Executive 
summaries including details for each campus must accompany all fiscal reports and 
should at a minimum answer the following questions: Is each campus financially sound 
as of the reporting date? Is each campus financially better off at the end of the reporting 
period than at the beginning of the reporting period? Did each campus live within its 
means during the reporting period? How do individual campus financial performances 
compare with one another? How does individual campus financial performance 
compare with that of other institutions? 
As a result of the interviews with several presidents and Trustees, two non- 
financial indicators were added to the financial indicators to more folly describe the 
effects of rate and volume on the results of operations. Enrollment was chosen because 
94 
of its relationship to revenue and the number of employees was chosen as a predictor of 
costs. 
Interim Financial Reporting 
Interim financial reports were prepared for the first time at the campus level for 
the period ending December 31, 1992. The report included a balance sheet and a 
statement of operations. An attempt was made to compare actual results with the 
budget resulting in a variance analysis between the two amounts. The report that was 
prepared on the accrual basis took much too long to prepare and was published too late 
to be useful. No more interim reports were prepared until one year later when another 
attempt was made. This time, a six-month report of operations was presented on the 
budgetary basis showing budget to actual comparisons. A statement of cash flows was 
added to the report package. Each campus also prepared financial commentary that 
accompanied the two reports. The model for the new interim reports was borrowed 
from the University Teaching Hospital that had prepared monthly financial reports for 
over fifteen years. While imperfect in many respects, the mid-year reports serve as an 
early warning signal to trustees that a SUS campus is experiencing financial difficulty. 
Development of Financial Indicators Policy 
Due to concern about SUS's declining financial condition as shown in the 1994 
Financial Report, the Trustees passed a resolution on financial integrity authorizing the 
President to establish and monitor financial standards and parameters for ensuring fiscal 
integrity of the campuses. The first step was to search for a best practice among other 
public institutions. A survey of several public institutions revealed that many governing 
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boards had implemented policies that would maintain the financial health of their 
institutions. The policies ranged from standard business practices such as requiring a 
balanced annual operating budget to more specific policies that dictated minimum 
levels for selected financial indicators such as operating margin. 
As a result of the survey, the first financial indicator policy was written 
proposing that specific floors and targets be established for five key financial indicators. 
Industry averages were chosen as the targets. The five indicators that were selected 
were in response to the following questions: Did each campus cover operational 
expenditures with operational revenues generated in the same year? Are the expendable 
fund balances of each campus growing at the same rate as expenditures and capital 
renewal and improvements? Can each campus meet its short-term cash requirements? 
Has any campus taken on more debt than it can maintain? Has the endowment kept 
pace with the size of each campus? 
Each campus prepared a 5-year plan demonstrating progress towards the targets 
that had been established for the five indicators. Three separate objectives emerged as 
the plans were developed: 1) achieve and maintain financial equilibrium; 2) increase the 
financial cushion by setting aside designated reserves annually for establishment of 
quasi-endowment, acquisition of property, plant and equipment, investments in new 
initiatives, funding long-term accruals and unanticipated shortfall in revenue; and 3) 
reduce long-term accruals for compensated absences and workers compensation 
through changes in policies related to these two programs, and refinement of the 
calculation of the liability. 
The campus plans were shared with a small group of Trustees who thought that 
the projections were not ambitious enough and should be recast. The campuses called 
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their peer institutions to find out what could account for SUS's poor ranking when 
compared to other institutions of higher education. After a second meeting with the 
Trustees, the policy for financial indicators was deemed to be too difficult to achieve 
and was modified to allow the campuses to establish their own targets. It was critical 
that a campus demonstrate progress toward the minimum acceptable level for each 
indicator if they are currently below the floor of an indicator. In addition, the policy 
was downgraded from a policy to a guideline. 
Response by the Faculty 
One of the groups that was overlooked as an important audience was the faculty. 
As SUS struggled with, first, understanding their financial condition and, second, 
reporting those results to the Trustees, they had to rethink the message that they were 
sending to the faculty. It is difficult to explain setting aside surplus funds for the future 
when current pay raise commitments are viewed as inadequate by the faculty. SUS 
needed a credible way to tell the financial story of the institution to all of its 
constituencies. It was clear that more open communication between administration and 
faculty about the true financial condition of the University was in order. 
Lessons Learned 
The SUS campuses and Trustees learned that their true financial condition had 
been eroding for several years and that this critical information was concealed by cash 
basis accounting because the overall cash was actually rising during the same period. 
The Trustees still have many unanswered questions about the financial condition of 
SUS, both present and future. The financial staff continues to refine the information 
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that they prepare and present to the Board so that they may assess the current financial 
condition and suggest directions for future emphasis. The greatest challenge is to find a 
way to accurately predict the financial condition of SUS. 
Financial Indicators Model 
The Financial Report in its simplest form is a measure of the SUS current fiscal 
condition, changes from prior periods, and the capacity of the SUS to continue its 
mission. The annual financial report plays a significant role in measuring the fiscal 
condition of the Flagship campus but it is difficult to interpret. To overcome this 
shortcoming, the State University System adopted five key financial indicators to help 
determine exactly how much progress has been made. These indicators can be seen in 
Table 4.4. Unlike the Financial report, training in accounting is not required to grasp 
the concepts. The annual executive summary depicts the five financial indicators 
comparing actual results with projections submitted to the Board of Trustees. 
Operating Margin 
SUS campuses calculate this indicator annually and it answers the following 
question. How much of the revenue that was collected (or due) during the year was not 
spent on operations during the year? The operating margin determines whether or not a 
SUS campus lived within its means during a fiscal year. The Flagship campus is said to 
be in financial equilibrium when this indicator is zero or greater. 
98 
Operating Margin Resflts 
The Flagship campus’ operating margin bounced up and down in positive 
territory between 1989 and 1993 before it declined to a negative .6% operating deficit in 
1994. The rate of growth of expenditures exceeded the rate of growth in revenues in 
1993 and 1994. The operating margin rebounded in 1995 to a positive number 
indicating an operating surplus and it rose again in 1996. The operating margin finally 
stabilized at the 4% mark for the four years 1997 through 2000. 
Financial Cushion 
The financial cushion tells whether or not the SUS campus is financially better 
off at the end of the fiscal year than it was at the beginning. It measures how long the 
institution could operate without any new revenues. 
0 
Financial Cushion Results 
The Flagship campus has 12.4% of its fiscal year 2000 non-capital expenditures 
in reserves. This translates to $59.1 million in reserves and $477.7 million in non¬ 
capital expenditures. The Flagship campus financial cushion increased from 6.5% in 
1992 to approximately 12% for two years and then slipped to its lowest point of 7.2% in 
1994 primarily due to deficit operations. It began to rebound in 1995 as the result of 
positive operations. It rose again in 1996 to the 12% level where it remained until 2000. 
Although this ratio has improved over time, it is still relatively low given the financial 
uncertainties of the future. 
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Table 4.4 
Five Key Financial Indicators for Fiscal Years 1991 through 2000 
Fiscal 
Year 
Operating 
Margin 
Assets 
To 
Liabilities 
Debt Service 
To 
Operations 
Endowment 
Per 
Student 
Financial 
Cushion 
2000 4.8% 2.1 to 1 2.6% $3,000 12.4% 
1999 4.5% 2.0 to 1 2.7% $2,848 12.2% 
1998 4.6% 2.1 to 1 2.8% $2,138 11.9% 
1997 4.0% 2.1 to 1 3.1% $1,777 11.8% 
1996 5.7% 2.2 to 1 2.9% $1,455 12.8% 
1995 2.9% 2.3 to 1 2.7% $1,262 9.9% 
1994 -0.6% 2.1 to 1 2.8% $780 7.2% 
1993 1.3% 2.5 to 1 2.6% $155 12.1% 
1992 6.2% 2.1 to 1 2.8% $136 12.5% 
1991 1.7% 1.9 to 1 2.9% $185 6.5% 
1990 3.8% — 2.2% — — 
1989 2.1% — 1.8% — — 
Source: Audited Financial Report, 1991 through 2000, Unaudited Financial 
Report, 1989 through 1990 
Note: Dashes indicate that data was not available. 
Debt Service Ratio 
The ratio known as debt service to operations is used to determine if a SUS 
campus has taken on more debt than it can maintain. This indicator tells the reader how 
much of the annual operating budget must be set aside for long-term debt payments. 
Debt Service Results 
Total Flagship campus debt load is moderate with annual debt service 
representing 2.6% of the operating budget in 2000. This ratio hovered just under 3.0% 
for most of the period 1989 to 2000. The debt service ratio will experience a major 
increase when the Flagship campus implements the new capital borrowing program 
planned for early 2001. 
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Endowment Per Student 
A measure known as endowment per student is used to determine if the 
endowment has kept pace with the size of the Flagship campus. It is important to 
mention that this indicator uses the combined view that includes the endowments owned 
by the Flagship campus and those owned by the State University System Foundation on 
behalf of the Flagship campus. 
Endowment Per Student Results 
Flagship campus endowment per student was extremely low at $185 per student 
in 1991 but climbed to $3,000 in 2000. Endowment per student should continue to 
follow the positive upward trend since it is a direct result of the Flagship campus’s 
increased fimd-raising efforts. 
Current Ratio 
SUS borrowed this liquidity indicator from the business sector. It compares 
liquid assets (cash, short-term investments and accounts receivable) to liabilities that 
must be paid within one year. The Flagship campus can meet its obligations when due. 
Current Ratio Results 
The Flagship campus ability to pay its bills slipped between 1993 and 1994, but 
remained above the critical mark of 2.0 for the entire period 1992 to 2000. In short, the 
Flagship campus has net working capital at the end of the year sufficient to cover 
current operations. 
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On the whole, the financial condition of the Flagship campus is stable and 
improving. The financial indicators are also projected out for 5 years at a time. The 
campuses also compare their actual indicators to the peers for each campus. 
Post-Implementation Issues 
Not long after the financial indicators model was implemented, several related 
questions surfaced. Several trustees expressed an interest in receiving some information 
about the decline in the operating margin from 1998 to 1999. The question asked at the 
November 1999 meeting was: “Why did the fiscal year 1999 operating margin slip 
from the 1998 level?” The answer was fairly simple. Income did not grow as fast as 
expenditures did. The trustees needed an explanation of the underlying causes. 
There are four factors that directly impact the operating margin at SUS. The 
first and second include the companion factors of rate and volume. In terms of rate, the 
income was held back due to a slow down in student fee increases. At the same time 
fee increases were slowing, expenditure rates were rising primarily due to inflation on 
purchases, and negotiated salary increases. This mismatch in rates pushed the operating 
margin downward. The second factor that impacts the operating margin is volume. In 
1999, the rate of increase in new employees was greater than the rate of increase in 
enrollment, creating more downward pressure. The third factor affecting the operating 
margin deals with revenues that cannot be counted when calculating the operating 
margin. Even though an important growth area for SUS is new gifts, they are 
transferred to the SUS Foundation and are therefore not available to improve the 
operating margin. The fourth and last factor included the planned spending of reserves 
established in prior years for important trustee initiatives such as enhanced fund raising 
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efforts, technology initiatives and startup costs for certain key investment opportunities, 
to name just a few. The impact of spending reserves is to lower the operating margin in 
any given year. All of these factors translated to what is called a “growth imbalance” 
for 1999. According to the financial experts, if growth imbalance occurs for more than 
a couple of years, either income rates should be raised or expenditure increases should 
be cut back (or one-time whole sale cuts must occur). The urgency of a growth rate 
imbalance problem is dictated by the size of the rate difference. In 1999, the SUS 
experienced growth rate problems because overall revenues grew by 3% while 
expenditures increased by 4%. The 1999 operating margin of 4.5% is normal for a 
public university and is not important by itself, but a downward trend that occurred for 
more than three years in a row would be a concern. 
Performance Measurement System 
In response to a legislative mandate, the SUS Board of Trustees established a 
policy that required a performance measurement system to be implemented in 1998. 
The University Performance Measurement System (UPMS) framework was built upon 
past system-wide strategic planning efforts, various reports and studies, and ongoing 
accreditation activity. The intention was to institutionalize the framework for the long¬ 
term building of a cycle for reporting that would be stable and predictable as well as 
hold campuses accountable to targets and measures incorporated into the system. The 
UPMS has three major components - a set of annual indicators, a series of periodic 
reports and studies, and an academic program quality assessment and development 
policy. It is important to note that the performance measurement system is a critical 
step for SUS because it includes many indicators, both financial and non-fmancial. The 
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UPMS takes on certain characteristics of the Leslie and Fretwell (1996) simultaneous 
tracking model. 
Annual Indicators 
There are two types of annual indicators - target and informational. Eleven 
indicators have been identified as target indicators. Five of these 11 indicators come 
from the Financial Indicators model described above. Campuses set explicit targets to 
be achieved at the end of a 5-year period. The first report will set targets for fiscal year 
2002. According to the President’s Office guidelines, the targets should relate to 
campus strategic planning. Campuses are encouraged to describe the major constraints 
or conditions that may affect performance. 
Periodic Reports or Studies 
These reports or studies are to be undertaken on a specified cycle. More 
complicated in terms of data collection, analysis, and interpretation than the annual 
indicators, and more robust in terms of the information they yield, these reports or 
studies would address a specific issue or objective or a group of objectives. Periodic 
reports will be produced for a wide range of topics: (1) libraries and information 
resources and technology; (2) student satisfaction surveys; (3) alumni outcomes 
surveys; (4) comprehensive report on research activities; (5) economic impact analysis; 
(6) surveys of business, industry, and employers; (7) inventory of continuing education 
programs for industry and business; (8) commercial ventures and intellectual properties 
updates; (9) inventories of K-12 programs; (10) survey of K-12 systems; (11) 
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inventories of outreach and service activities: and (12) surveys of state and local 
governments, and non-governmental organizations. 
Academic Program Quality Assessment and Development 
This component of the performance measurement system would involve an 
ongoing system of quality control/program assessment at the unit level. The primary 
purpose of this component is to assess and improve the core academic functions of 
teaching and learning, research and scholarship, and public service/academic outreach. 
Questions of departmental productivity, student learning outcomes assessment, 
curricular relevance and coherence, and related elements of academic quality will be 
addressed through this component. 
It is too soon to know if the UPMS is being used as a planning tool by the 
Flagship campus or if it is simply another compliance exercise. 
Chapter Summary 
This chapter provided an in-depth description of the campus in this study. A 
rich description of the campus provides a context for the findings in the following 
chapter. 
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Table 4.5 
Annual Indicators 
Objective Annual Indicator Indicator Type 
To promote student 
access & affordability 
Total undergraduate & 
graduate enrollment 
Informational 
Rate of growth in 
undergraduate tuition & 
fees 
Target 
Tuition & fees as 
percentage of median 
family income 
Informational 
Institutional financial aid as 
percentage of general 
operations budget 
Target 
To recruit qualified 
undergraduate and 
graduate students 
SAT scores of incoming 
freshman 
Target 
Grade point average of 
incoming freshman 
Informational 
Acceptance rate Informational 
Yield rate Informational 
To promote student 
success 
Retention rate Target 
Graduation rate Informational 
To pursue theoretical and 
applied research, 
scholarship, and creative 
activity 
Research and development 
expenditures 
Target 
To ensure cost-effective 
use of resources 
Operating margin Target 
Financial cushion Target 
Current ratio Target 
Debt service to operations Target 
To maximize fundraising 
from private sources 
Endowment per student Target 
Private funds raised 
annually 
Target 
Source: University Performance Measurement System, 1999 Report on Annual 
Indicators 
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CHAPTER 5 
FINDINGS 
Introduction 
This chapter will construct the Leslie and Fretwell (1996) model as applied to 
the Flagship campus. It will also present the research findings in the order in which the 
data were collected. The research project was comprised of four types of data gathering 
methods: (1) financial statement ratio analysis, (2) financial and non-financial indicator 
trend analysis, (3) a quantitative questionnaire, and (4) interviews. 
The financial analysis produced the dependent variable used in this study and 
was based on the audited financial statements of the Flagship campus. The financial 
statement ratio analysis consisted of applying a ratio methodology developed by KPMG 
(1996) to the financial statements for the Flagship campus from 1991 through 2000. 
This methodology was selected after a careful review of the literature on measures of 
fiscal health. 
The non-financial indicator trend analysis was performed on three of the four 
vectors containing the independent variables in the Leslie and Fretwell (1996) model. 
The analysis included 14 indicators for two 5-year periods. The source of each variable 
will be mentioned because a key assumption in this research was that the data had to be 
available in order for management to have considered using the Leslie and Fretwell 
(1996) model. 
The questionnaire was used to gain information about the fourth vector of 
independent variables in the Leslie and Fretwell (1996) model. It included questions on 
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four characteristics of senior management. The instrument was sent to senior managers 
to gain their perceptions about selected characteristics of senior management. 
The interviews consisted of consisted of five open-ended questions and two 
interviews. The open-ended questions allowed for the most expansive responses 
regarding monitoring the fiscal health of the Flagship campus. The interviews were 
conducted in order to gain an understanding of the planning models currently used by 
the campus. 
Financial Statement Ratio Analysis 
Data for the dependent variable (fiscal health) is taken from the annual financial 
statements. The statements are audited by external auditors and were published for the 
first time in 1991. No attempt was made to construct financial reports for earlier years 
because the data was not available. The results of applying ratio analysis developed by 
KPMG (1996) are shown in Table 5.1. Supporting detail and calculations for the results 
shown in Table 5.1 are shown in Appendix H, Tables H.l through H.21. 
Fiscal Years 1991 through 2000 
The fiscal health of the Flagship campus was shaky at best for fiscal years 1991,1992 
and 1993 and was placed into the category of Potential Problem. By fiscal 1994, the 
fiscal health of the campus had deteriorated even more to the point where it was 
categorized as an Immediate Problem using the KPMG (1996) methodology. The fiscal 
health of the Flagship campus improved somewhat but remained in the category of 
Immediate Problem for fiscal year 1995. From fiscal year 1996 through 1999, the fiscal 
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Table 5.1 
VJ 
Categories of Financial Health 
Based on Composite Score 
Fiscal Years 1991 through 2000 
Year Score Category 
1991 2.1 Potential Problem 
1992 2.3 Potential Problem 
1993 2.1 Potential Problem 
1994 1.0 Immediate Problem 
1995 1.65 Immediate Problem 
1996 2.3 Potential Problem 
1997 2.2 Potential Problem 
1998 2.3 Potential Problem 
1999 2.3 Potential Problem 
2000 2.65 Financially Sound 
Note: Final categories for public institutions per KPMG Model developed for 
the Department of Education (1996) as shown in Table H.12 
health of the campus showed signs of strengthening and was returned to the category of 
Potential Problem. By fiscal year 2000, the Flagship campus fiscal health had 
rebounded to the point where it finished in the KPMG (1996) category of Financially 
Sound. The importance of this analysis is that it produced two contrasting points in 
time to which the Leslie and Fretwell (1996) model could be tested against. Fiscal year 
1994 was a time when the Flagship campus was in its poorest fiscal health compared to 
fiscal year 2000 when the campus had returned to good (but not excellent) fiscal health. 
In order to fully understand the fiscal behavior of the Flagship campus at any 
one point in time, a review of the important determinants of the fiscal behavior must 
take place over a multi-year period that matches the time period of activity cycles for 
the campus. Accordingly, the rest of this analysis chapter will present findings related 
to fiscal year 1994 and fiscal year 2000 by looking at two 5-year time periods: (1) 1989 
through 1994 and (2) 1995 through 2000. 
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Financial and Non-financial Indicator Analysis 
The financial and non-financial indicator analysis represents the independent 
variables as suggested in the Leslie and Fretwell (1996) model that was tested in this 
study. These indicators were collected for two 5-year time periods for the reasons noted 
in the previous section. Supporting calculations and/or detail for each independent 
variable can be seen in Appendix F, Tables F.l to F.25. The source of each indicator is 
shown in Table 5.2. The four sectors in the Leslie and Fretwell (1996) model are 
presented separately throughout this chapter to reinforce and test the author’s belief that 
they represent distinctly different factors that could, when taken alone, point to a change 
in the fiscal health of an institution of higher education. 
For analytical purposes, the independent variables in this study should be 
thought of as one of three types of indicators: (1) leading, (2) coincident and (3) 
lagging. Viewing the variables through this framework reinforces the idea that the 
higher education activity cycles occur over several years. As can be seen in Table 5.3, 
share of state appropriation, SATs, enrollment, applicant yield and management 
characteristics are leading indicators of fiscal health. Interfund transfers, private gifts, 
tuition and fees and the state appropriation directly impact the annual fiscal operations 
and are therefore called coincident indicators. The last group is known as lagging 
indicators of fiscal health and includes deferred maintenance, debt per student, rates of 
graduation and student surveys. 
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Table 5.2 
Source of Independent Variables 
Independent Variable Source 
Vector I: Trends in Financial 
Condition 
Deferred Maintenance Proxy 
(Fixed Asset Improvement Rate) 
Derived from Financial Statements 
Supporting Detail 
Debt Per Student Financial Aid Office 
Interfund Transfers Financial Statements 
Private Gifts Financial Statements 
Vector II: Trends in External 
Factors 
Tuition and Fees Institutional Research Office 
State Appropriation Budget Office 
Share of State Appropriation State Taxpayer’s Foundation & 
Boston Globe 
SAT Institutional Research Office 
Enrollment Institutional Research Office 
Applicant Yield Institutional Research Office 
Vector III: Characteristics of 
Senior Management 
Senior Staff Turnover Institutional Research Office 
Frequency of Internal 
Communication 
Research Questionnaire 
Frequency of External 
Communication 
Research Questionnaire 
Chancellor Involvement Research Questionnaire 
Inclusive Decision-making Research Questionnaire 
Vector IV: Characteristics of 
Education Programs 
Rates of Graduation Institutional Research Office 
Student Surveys Student Affairs Office 
Credit Hours at Graduation Information Unavailable 
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Time Period 1989 through 1994 
With few exceptions, data was readily available for the first 5-year time period 
under study. Fiscal 1989 through 1994 was a time period of decline for many of the 
indicators presented in these findings. 
Financial Trends 5-vear Change 
The detail for the 5-year change of the financial trends from 1989 through 1994 
can be seen in Table 5.4. Although the proxy for deferred maintenance (fixed asset 
improvement rate) increased slightly from 1.8% to 2.0% between 1989 and 1994, it was 
below the 1989 level for 4 consecutive years. According to the financial aid office on 
the Flagship campus, debt per student was not available for 1989 through 1992. A 
substantial increase in debt per student occurred between 1993 and 1994. Interfimd 
transfers almost tripled between 1989 and 1994. Private gifts increased between 1989 
and 1994. 
External Trends 5-vear Change 
The detail for the 5-year change of the external trends from 1989 through 1994 
can be seen in Table 5.5. Tuition and fees increased dramatically between 1989 and 
1994, while the state appropriation and share of state appropriation decreased during the 
same period. The mean SAT score dropped between 1989 and 1994 by 63 points. 
During the same time period, student enrollment decreased by 3,460 students or 13.1% 
and the applicant yield declined from 32.6% to 30.8%. 
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Table 5.3 
Independent Variables 
Type of Indicator 
Independent 
Variable 
Leading 
Indicators 
Coincident 
Indicators 
Lagging 
Indicators 
Vector I: Trends in 
Financial Condition 
• 
Deferred 
Maintenance 
X 
Debt Per Student X 
Interfund Transfers X 
Private Gifts X 
Vector II: Trends in 
External Factors 
Tuition and Fees X 
State Appropriation X 
Share of State 
Appropriation 
X 
SAT X 
Enrollment X 
Applicant Yield X 
Vector III: 
Characteristics of 
Senior Management 
Management 
Characteristics 
X 
Vector IV: 
Characteristics of 
Education Programs 
Rates of Graduation X 
Student Surveys X 
Totals 5 4 4 
113 
Table 5.4 
Financial Trends 5-year Change 
For the Period 1989 through 1994 
Independent 
Variable 1989 1990 1991 1992 1993 1994 
5-year 
Change 
Fixed Asset 
Improvement 
Rate 1.8% .5% 1.7% 1.7% 1.4% 2.0% Increase 
Debt Per 
Student _ _ _ $7,358 $9,184 Increase 
Interfund 
Transfers 
$6.4 
million 
$3.8 
million 
$9.2 
million 
$4.9 
million 
$7.5 
million 
$18.8 
million Increase 
Private 
Gifts 
$15.8 
million 
$16.6 
million 
$16.3 
million 
$15.0 
million 
$20.2 
million 
$17.9 
million Increase 
Note. Dashes indicate that the data is not available. 
Table 5.5 
External Trends 5-year Change 
For the Period 1989 through 1994 
Independent 
Variable 1989 1990 1991 1992 1993 1994 
5-year 
Change 
Tuition and 
Fees $5,322 $6,044 $7,410 $8,449 $8,755 $9,364 Increase 
State 
Appropriation 
$167.2 
million 
$160.7 
million 
$140.5 
million 
$130.8 
million 
$150.9 
million 
$156.4 
million Decrease 
Share of State 
Appropriation 1.44% 1.27% 1.03% 1.02% 1.05% 1.01% Decrease 
Mean SAT 
Scores 1,058 1,056 1,019 1,004 997 995 Decrease 
Student 
Enrollment 26,504 25,819 24,474 23,344 23,028 23,044 Decrease 
Applicant 
Yield 32.6% 34.1% 30.0% 27.3% 32.1% 30.8% Decrease 
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Turnover in Senior Management 5-year Change 
The detail for the 5-year change of the turnover in senior management from 
1989 through 1994 can be seen in Table 5.6. Turnover in senior management between 
1989 and 1994 was very high. 
Table 5.6 
Turnover in Senior Management 5-year Change 
For the Period 1989 through 1994 
Independent 
Variable 1989 1990 1991 1992 1993 1994 
5-year 
Change 
Turnover in Senior 
Management 2 4 1 7 4 1 19 
Characteristics in Education Programs 5-vear Change 
The detail for the 5-year change of the characteristics in education programs 
from 1989 through 1994 can be seen in Table 5.7. Six-year graduation rates steadily 
increased every year between 1989 and 1994. Student satisfaction surveys showed an 
increase in general satisfaction for the same time period overall but reached its highest 
point in the middle of the 5-year span of time. 
t . 
Time Period 1995 through 2000 
With few exceptions, data was readily available for the second 5-year time 
period under study. Fiscal 1995 through 2000 was a time period of improvement for 
many of the indicators presented in these findings. 
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Table 5.7 
Characteristics in Education Programs 5-year Change 
For the Period 1989 through 1994 
Independent 
Variable 1989 1990 1991 1992 1993 1994 
5-year 
Change 
Six-Year 
Graduation 
Rates 62.1% 63.9% 64.3% 66.0% 66.1% 66.9% Increase 
Student 
Satisfaction 
Surveys 89.0% 93.0% 95.0% 95.0% 95.0% 92.0% Increase 
Financial Trends 5-year Change 
The detail for the 5-year change of the financial trends from 1995 through 2000 
can be seen in Table 5.8. Although the proxy for deferred maintenance (fixed asset 
improvement rate) decreased slightly from 1.8% to 1.2% between 1995 and 1996, it 
increased to the 3.0% level for 4 consecutive years. Debt per student increased steadily 
every year between 1995 through 2000. The 5-year increase was 37.2%. Interfund 
transfers more than doubled between 1995 and 2000. Private gifts increased by 43.7% 
between 1995 and 2000. 
External Trends 5-year Change 
The detail for the 5-year change of the external trends from 1995 through 2000 can be 
seen in Table 5.9. All the variables in this vector increased during this time period. 
Tuition and fee increases slowed to 5.3% growth between 1995 and 2000, while the 
state appropriation increased by 34.4% during the same period. The share of state 
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Table 5.8 
Financial Trends 5-year Change 
For the Period 1995 through 2000 
Independent 
Variable 1995 1996 1997 1998 1999 2000 
5-year 
Change 
Fixed Asset 
Renovations 1.8% 1.2% 3.0% 3.4% 2.9% 3.1% Increase 
Debt Per 
Student $11,709 $12,700 $14,646 $15,278 $16,255 $16,069 Increase 
Interfund 
Transfers 
$10.7 
million 
$20.6 
million 
$23.0 
million 
$24.5 
million 
$30.2 
million 
$26.3 
million Increase 
Private 
Gifts 
$15.1 
million 
$21.5 
million 
$25.0 
million 
$11.0 
million 
$12.3 
million 
$21.7 
million Increase 
appropriation rebounded to 1.04% beginning in fiscal 1997. The mean SAT score 
increased between 1995 and 2000 by 55 points. During the same time period, student 
enrollment increased by a modest 2.1% and the applicant yield increased from 28.6% to 
29.6%. 
Table 5.9 
External Trends 5-year Change 
For the Period 1995 through 2000 
Independent 
Variable 1995 1996 1997 1998 1999 2000 
5-year 
Change 
Tuition and 
Fees $9,495 $9,702 $9,641 $9,849 $9,749 $10,002 Increase 
State 
Appropriation 
$163.6 
million 
$170.9 
million 
$182.2 
million 
$196.7 
million 
$211.2 
million 
$219.8 
million Increase 
Share of State 
Appropriation 1.02% 1.01% 1.04% 1.07% 1.08% 1.06% Increase 
SAT 
Scores 1,078 1,095 1,099 1,108 1,124 1,133 Increase 
Student 
Enrollment 23,637 24,125 24,296 23,932 23,581 24,129 Increase 
Applicant 
Yield 28.6% 28.0% 30.3% 28.4% 29.3% 29.6% Increase 
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Turnover in Senior Management 5-year Change 
The detail for the 5-year change of the turnover in senior management from 
1995 through 2000 can be seen in Table 5.10. Turnover in senior management slowed 
to a minimum for fiscal years 1996 through 1999 but increased in fiscal 2000. 
Table 5.10 
Turnover in Senior Management 5-year Change 
For the Period 1995 through 2000 
Independent 
Variable 1995 1996 1997 1998 1999 2000 
5-year 
Change 
Turnover in Senior 
Management 4 0 1 2 2 4 13 
Characteristics in Education Programs 5-year Change 
The detail for the 5-year change of the characteristics in education programs 
from 1995 through 2000 can be seen in Table 5.11. Six-year graduation rates decreased 
between 1995 and 1996 then held stead for four years. Student satisfaction surveys 
showed a small decline in general satisfaction for the same time period. 
Table 5.11 
Characteristics in Education Programs 5-year Change 
For the Period 1995 through 2000 
Independent 
Variable 
1995 1996 1997 1998 1999 2000 5-year 
Change 
Rates of 
Graduation 65.6% 60.1% 61.5% 57.2% 60.1% 60.0% Decrease 
Student 
Satisfaction 
Surveys 93% 94% 91% 89% 91% 92% Decrease 
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Questionnaire 
The Behavioral Characteristics of Senior Management in Public Higher 
Education Questionnaire (BCSMPHEQ) in this case study was conducted at the 
flagship campus of SUS. Its major purpose is to identify certain characteristics of 
senior management from an insider’s viewpoint. A secondary purpose was to find out 
how senior managers perceived the fiscal condition of the campus. Two questionnaires 
(one for 1989 through 1994 and one for 1995 through 2000) were sent to the top 
nineteen senior managers at the campus in this study. For the purposes of this study, 
there are two subgroups of senior managers: (1) administrative officers (chancellor, 
deputy chancellor, provost, five vice-chancellors, and the budget director), and (2) 
academic deans of each college. The sample was evenly divided between the two 
subgroups of senior managers. The questionnaires were mailed to nine administrative 
officers or 47.4% of the sample and to ten academic deans or 52.6%. 
The structure of the questionnaire (Appendix C) was such that all respondents 
were first presented with six significant campus indicators and the changes that 
occurred in these indicators for each 5-year time period. The indicators served as a 
memory prompt for the time period in question and included turnover in senior staff 
(chancellor, provost, vice chancellors and deans), enrollment headcount, SAT scores, 
baccalaureate degrees awarded, in-state tuition and fee charges, and number of faculty. 
Five of the six indicators served dual roles: (1) memory prompt, and (2) independent 
variables in this case study. The number of faculty is not an independent variable 
because it is not part of the hypothesized model presented by Leslie and Fretwell 
(1996). Respondents were encouraged to add their own suggestions at the end of each 
question. 
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To maintain the respondents’ anonymity, a person other than the researcher 
separated the returned questionnaires from the coded envelopes. Of the 19 
questionnaires that were distributed with the cover letter displayed in Appendix A, 11 
were completed and returned for the time period 1989 through 1994 and 15 were 
completed and returned for the time period 1995 through 2000. Responses without 
completed questionnaires were received from two additional respondents. One 
respondent returned blank questionnaires for both time periods without explanation. 
Another respondent sent a letter indicating that the questionnaire was unanswerable 
because the respondent “did not have knowledge of the chancellor’s daily activities.” 
The number of returns for the first time period as seen in Table 5.12 is lower than the 
second time period because respondents were instructed to ignore the questionnaire for 
the time period 1989 through 1994 if they were not on campus during those years. 
Table 5.12 
BCSMPHEQ Questionnaire Responses 
Respondent 
Group 
Mailed 
Number % 
Responses 
1989-1994 
Number % 
Responses 
1995-2000 
Number % 
Administrative 9 47.4 3 23.1 8 47.1 
Academic 10 52.6 10 76.9 9 52.9 
Total 19 100.0 13 100.0 17 100.0 
The questionnaire responses (including one letter and one blank questionnaire) 
totaled 13 out of 19 mailed or 68.4% return rate for the time period 1989 through 1994, 
while responses for the time period 1995 through 2000 totaled 17 out of 19 mailed or 
89.5% return rate. The expected return was a minimum of 50% and the return rate for 
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both time periods was actually higher. The responses for 1989 through 1994 were 
heavily weighted toward academic deans representing 76.9% of the total responses 
versus 23.1% for the administrative officers group. The responses for 1995 through 
2000 were more evenly divided between administrative officers and academic deans 
with 47.1% for the former and 52.9% for the latter. 
Response frequencies and percentage for each of the multiple levels of each 
question can be seen in Appendix I, Tables 1.1 through 1.6 and Tables 1.9 through 1.14. 
Mean responses can be seen in Appendix I, Tables 1.8 an 1.16, ordered by question 
number, or in Tables 1.7 and 1.15, ordered by mean response rank. In Tables 1.7 and 
1.15, questions are listed in ascending order of agreement (for example, first question 
listed had responses in strongest disagreement with its topic while the last question 
listed had responses in strongest agreement with its topic). Again, as can be seen in 
Appendix C, this survey was composed of six questions with sub-topics (consisting of 
36 responses), and requested respondents to indicate their level of agreement for each 
item (that is l=none, 2=rare, 3=some, and 4=high). 
Time Period 1989 through 1994 
Question Number 1 & 2: Frequency of Internal Communication 
Frequency of communication between the chancellor and the provost and vice- 
chancellors was perceived as some to high. By contrast, communication between the 
chancellor and deans and department chairs was believed to be none to rare. 
Frequency of communication between the faculty and the chancellor and vice- 
chancellors is perceived as rare to some. Faculty involvement with the provost and 
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deans is seen as some to high while faculty communication with department chairs is 
seen as high. 
Question Number 3: Frequency of External Communication 
Frequency of external communication between selected senior positions and 
external leaders was not seen as high in any instance. The chancellor was perceived to 
have some communication with the president’s office and local political leaders while 
communication with external leaders by the provost and the vice chancellors was 
perceived to be rare to some. Lastly, communication with external leaders by deans and 
department chairs was thought to be none to rare. 
Question Number 4: Chancellor Involvement 
The respondents found the chancellor somewhat to highly engaged in fiscal 
crisis budget reductions, preparation of the annual budget, capital planning and capital 
campaigns. The chancellor was thought to be rarely to somewhat engaged in 
enrollment management planning. 
Question Number 5: Inclusive Decision-making 
Vice chancellors and provosts were thought to have some inclusion in the 
decision-making process while deans, department chairs, faculty and students were 
believed to have none to rare inclusion in decision-making activities. 
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Questim Number 6: Sense of Financial Health 
All respondents thought that the financial condition of the campus was one of 
immediate problem. 
Time Period 1995 through 2000 
Question Number 1 & 2: Frequency of Internal Communication 
Frequency of communication between the chancellor and the provost and vice- 
chancellors was perceived as some to high. By contrast, communication between the 
chancellor and deans and department chairs was believed to be rare to none. 
Frequency of communication between the faculty and the chancellor and vice- 
chancellors is perceived as rare to some. Faculty involvement with the provost and 
deans is seen as some to high while faculty communication with department chairs is 
seen as high. 
Question Number 3: Frequency of External Communication 
Frequency of external communication between selected senior positions and 
external leaders was not seen as high in any instance. The chancellor was perceived to 
have some communication with the president’s office and local political leaders while 
communication with external leaders by the provost and the vice chancellors was 
perceived to be rare to some. Lastly, communication with external leaders by deans and 
department chairs was thought to be none to rare. 
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Question Number 4: Chancellor Involvement 
The respondents found the chancellor somewhat to highly engaged in enrollment 
management planning, fiscal crisis budget reductions, preparation of the annual budget, 
capital planning and capital campaigns. 
Question Number 5: Inclusive Decision-making 
Vice chancellors and provosts were thought to have some inclusion in the 
decision-making process while deans, department chairs, faculty and students were 
believed to have none to rare inclusion in decision-making activities. 
Question Number 6: Sense of Financial Health 
The respondents thought that the financial condition of the campus was 
somewhere between one of immediate problem and potential problem. 
Interactivity 
The interaction between the independent variables was studied to determine if a 
change in one independent variable was caused by another variable. This analysis did 
not include determining the actual causal relationship between two independent 
variables, only that one did exist. Having said this, interactivity was analyzed in two 
steps. The first step involved gleaning information about the interaction of the 
independent variables used in this study from campus staff and campus publications. 
The second step builds upon the first step and was accomplished through the use of 
causal maps. The causal maps (Appendix G) are based on information gained in step 
one as well as the researcher’s inside knowledge of the Flagship campus. 
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The following statements pertaining to causality among some of the variables in 
this study came from an annual campus publication (2000 Report on Annual Indicators, 
2000): 
Future enrollments may be affected by a number of factors, including any 
material increase in tuition and other mandatory charges and any material 
decrease in state appropriations. Enrollment levels at the Flagship campus 
follow from other decisions and processes. They are affected by cost, selectivity 
goals, staffing levels, facilities considerations, and a host of other factors. 
In general, states with higher costs of living tend to have higher tuition and fees. 
The state in this study is one of the highest-cost states. The level of state 
support, mix of in- and out-of-state students, and tuition retention policies also 
drive tuition and fees. Higher student costs tend to limit the size of the applicant 
pool, which impacts acceptance rate, yield, and the academic profile of the 
entering class. Keeping fees down is contingent on stable state support. 
It is anticipated that with a larger applicant pool, the campus can afford to be 
more selective and admit a class with a stronger academic profiles as measured 
by SAT scores and high school GPA, which an emphasis on GPA. 
Accomplishing this goal is therefore contingent on the campus’s ability to attract 
a larger and more qualified pool of applicants. 
Yield rate is clearly an indicator for which “improvement” may run counter to 
other admissions goals, particularly in the context of the campus’s goal of 
strengthening its applicant pool. Yield rates can be influenced by changes in 
financial aid policy, demographic shifts, and changes in the composition of the 
applicant pool. 
Six-year graduation rate is a lag indicator and current rates reflect admissions 
decisions made as many as six years prior. It reflects students’ preparation at 
entrance, their educational goals, and their experience at the institution. 
A chart (Table 5.13) was prepared that showed the relationship (if any) between 
each independent variable and the other independent variables. It was clear that two 
independent variables (management characteristics and the state appropriation) had the 
capacity to act upon many of the other variables. It was also evident that the share of 
state appropriation is a proxy for the state appropriation in this model. Both variables 
behave in the exact same manner. Four more variables (deferred maintenance, debt per 
student, private gifts, and tuition and fees) had a moderate impact on the other variables 
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Table 5.13 
Causal Analysis of Independent Variables 
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Vector I 
Deferred 
Maintenance _ X X X X X 5 
Debt Per 
Student -- X X X X X X 6 
Interfund 
Transfers 
X — X X X X X X 7 
Private Gifts — X X X 3 
Vector II 
Tuition 
and Fees X X __ X X X X 6 
State 
Appropriation 
X X X — X X 5 
Share of State 
Appropriation ___ 0 
SAT X X X 3 
Enrollment X X X X X X X — X X X X 11 
Applicant 
Yield 
X X X X X X X — X 8 
Vector ID 
Management 
Characteristics ._ 0 
Vector IV 
Rates of 
Graduation X X X X X X X X — X 9 
Student 
Surveys X X X X X X X X —- 8 
Totals 6 6 1 7 7 8 9 3 4 2 11 3 4 71 
Note: Dashes indicate intersection of independent variable with itself. 
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in the model. Finally, six variables (interfund transfers, SAT, enrollment, applicant 
yield, rtes of graduation and student surveys) had a minimal interactive impact on the 
other variables. Causal maps for each independent variable can be seen in Appendix G, 
Figures G. 1 through G. 11. 
Interviews 
Interviews with senior administrators revealed the following information about 
the campus’s process for planning and predicting the financial health of the Flagship 
campus: 
Current Financial Planning Model 
The current financial planning process is focused primarily on revenue 
enhancement with a secondary (but major) focus on expenditures. The planning 
process differs by the degree of control that the campus administration has over the 
revenue source. General operating revenues are controlled and monitored centrally. 
This revenue group includes the state appropriation, student fees, investment income 
and unrestricted private giving. Revenues from self-supporting activities are controlled 
at the department level but monitored by the campus budget office. This revenue group 
includes all fees for service activities and certain student fees. 
General Operating Revenues 
The financial planning exercise for general operating revenues focuses on two 
revenue sources that total 47% of the annual operating budget. It is important to point 
out that the campus has no control over these two sources because largely the political 
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process within the state determines them. The first revenue source is the state 
appropriation for general maintenance. As the largest revenue source for the Flagship 
campus, the state appropriation is the critical cornerstone of the budget process. The 
Flagship campus budget office monitors the tax revenue of the state because it has been 
the most reliable predictor of appropriations to the SUS. The second variable is student 
fees. The tuition component of student charges is remitted to the state and is therefore 
not available to the campus. The campus budget office monitors enrollment trends as 
well as state demographics. They also keep a close watch on the economy and the 
political process within the state, which are key determinants of whether fees will be 
increased and by how much. The campus budget office monitors the general operating 
revenue categories on a monthly or semester basis to make sure that the projected 
revenues (which have been budgeted) are realized. 
Once the state appropriation and student fee revenues are known, the campus 
can focus on financial planning for expenditures made from the state appropriation and 
from the campus general fund. In monitoring expenditures from the state appropriation, 
the campus budget office must ensure that the Flagship campus as a whole spends the 
entire state budget. This is critical because the state appropriation cannot be carried 
forward from year to year and all balances at June 30th are reverted to the state’s general 
fund. Planning for expenditures from the student fee revenue concentrates on keeping 
expenditures within the annual operating budget. Allowing the department’s to keep 
unspent balances at the end of the year encourages lower spending than would occur if 
the balances reverted to the central offices at the end of the year. 
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Revenues from Self-supporting Activities 
The campus has over 80 self-supporting activities or funds, as they are known. 
The revenues from these funds are substantial but they are not available to be used for 
any other purpose than the purpose that the fund was established for. This group 
includes activities like auxiliary services, health services, residence halls, and sales and 
services of educational activities. While the central budget office does monitor these 
funds twice annually, the primary responsibility for maintaining fiscal health lies with 
the fund administrator. If an individual fund has large unanticipated expenditures that 
cause deficits, the central budget office will work with the fund administrator to develop 
a plan to reverse the fiscal condition of the fund. 
Chapter Summary 
This chapter presented construction of the model accompanied by findings of 
the data analysis. It offered some data that may be compared with results of another 5- 
year period at the same campus. Perceptions of senior managers about the 
characteristics of senior management were also presented. The interviews allowed for 
an insider’s view of the fiscal health of the campus in this study. The findings reflect to 
some extent what is generally found in much of the literature on planning and prediction 
models. Chapter 6 interprets the findings of the research and makes recommendations 
for future study. 
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CHAPTER 6 
DISCUSSION 
Introduction 
This chapter interprets the research findings and makes recommendations for 
future study. The problem being examined and the questions that guided the research 
are restated. Interpretations of the findings as they relate to the research questions and 
to the literature reviewed earlier in this study are fully developed as conclusions in this 
chapter. 
Statement of the Problem 
There is no single model, tool, ratio, or other financial measure to assist the 
campus in this study in identifying emerging financial problems that would result in 
fiscal stress. A secondary problem involves the historical perspective focus of financial 
assessment that often does not include future predictions. Further, there are conflicting 
models that attempt to determine fiscal health for higher education that are in use today. 
Some models are developed internally and used “by” higher education while other 
models are developed externally and are used “on” higher education. The existing 
models range from a single financial indicator such as a college’s bond rating to a blend 
of financial and non-financial data that require sophisticated analysis not to mention a 
large volume of data that must be catalogued, stored and retrieved. 
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Research Questions 
The detail behind the answers to the research questions can be seen in Table 6.1. 
An explanation of the table will assist the reader with this discussion. When an 
independent variable has a negative relationship with the dependent variable (fiscal 
health), the independent variable moves in the opposite direction of the dependent 
variable. When the relationship is described as positive, the independent variable 
moves in the same direction as the dependent variable. It is important to understand 
that the hypothesized relationship of an independent variable to the dependent variable 
stays the same regardless of what is happening to the fiscal health of the campus. The 
use of the words negative and positive does not refer to the fiscal health itself. 
Could Leslie and FretwelVs model have predicted the decline in fiscal health 
that occurred between 1989 and 1994for the campus in this study? 
During the time period 1989 through 1994, 12 of 17 independent variables behaved in 
the same way as the hypothesis put forth by the authors and could have therefore 
predicted the possibility of the fiscal health decline that occurred. The four variables 
that had a negative relationship with the fiscal health of the institution during 1989 
through 1994 include deferred maintenance, debt per student, interfund transfers, and 
senior staff turnover. The eight variables that had a positive relationship with the fiscal 
health of the Flagship campus during 1989 through 1994 are the state appropriation, 
share of state appropriation, SATs, enrollment, applicant yield, frequency of internal 
communication, frequency of external communication and inclusive 
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Table 6.1 
Comparison of Hypothesized Relationships to the Actual Relationships 
Between the Independent Variables and the Dependent Variable 
Actual Actual 
Hypothesized Relationship Relationship 
Independent Variable Relationship 1989-1994 1995-2000 
Vector I: Trends in Financial 
Condition 
Deferred Maintenance Negative Negative Negative 
Debt Per Student Negative Negative Positive 
Interfund Transfers Negative Negative Positive 
Private Gifts Positive Negative Positive 
Vector II: Trends in External 
Factors 
Tuition and Fees Positive Negative Positive 
State Appropriation Positive Positive Positive 
Share of State Appropriation Positive Positive Positive 
SAT Positive Positive Positive 
Enrollment Positive Positive Positive 
Applicant Yield Positive Positive Positive 
Vector III: Characteristics of 
Senior Management 
Senior Staff Turnover Negative Negative Negative 
Frequency of Internal 
Communication 
Positive Positive Negative 
Frequency of External 
Communication 
Positive Positive Negative 
Chancellor Involvement Positive Negative Positive 
Inclusive Decision-making Positive Positive Negative 
Vector IV: Characteristics of 
Education Programs 
Rates of Graduation Positive Negative Negative 
Student Surveys Positive Negative Positive 
Credit Hours at Graduation 
Negative — 
Note: Dashes indicate that data is unavailable. 
decision-making. The five independent variables that would not have warned 
management of the fiscal decline are private gifts, tuition and fees, chancellor’s 
involvement in fiscal matters, rates of graduation and the level of student satisfaction. 
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Could Leslie and Fretwells model have predicted the improvement in fiscal 
health that occurred between 1995 and 2000for the campus in this study? 
During the second time period, 1995 through 2000, the directional move of 11 
independent variables agreed with the model hypothesis and could have signaled that 
improving fiscal health was occurring. Only one variable, deferred maintenance, had a 
negative relationship with the improvement in the fiscal health of the Flagship campus. 
As the fiscal health improved, so did 10 independent variables: private gifts, tuition and 
/ 
fees, state appropriation, share of state appropriation, SATs, enrollment, applicant yield, 
chancellor’s involvement in fiscal matters, and an increase in student satisfaction. The 
six independent variables that would not have signaled an improving fiscal condition for 
1995 through 2000 include debt per student, interfimd transfers, frequency of internal 
communication, frequency of external communication, inclusive decision-making and 
rates of graduation. 
Comparison of Both Time Periods 
Of greater significance than the results of the individual time periods is that 7 
out of 17 independent variables agreed with the hypothesized relationships for both 
years: (1) deferred maintenance, (2) state appropriation, (3) share of state appropriation, 
(4) SATs, (5) enrollment, (6) applicant yield, and (7) turnover of senior staff. The 
interaction effect of these variables will be discussed later in this chapter. 
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Subsidiary Questions 
The subsidiary questions are grouped by the four vectors within the Leslie and 
Fretwell model (1996). 
Trends in Financial Condition 
Could the composite change of deferred maintenance, debt per student, 
interfund transfers and private gifts have predicted the decline in fiscal health that 
occurred between 1989 and 1994for the campus in this study? 
Three of the four independent variables in Vector I (trends in financial 
condition) behaved in the same manner as Leslie and Fretwell (1996) hypothesized in 
that they had a negative relationship with the financial health of the campus for the time 
period 1989 through 1994. The three variables that are in agreement with the model 
and could have pointed to a decline in fiscal health are deferred maintenance, debt per 
student and interfund transfers. One variable, private gifts, had a negative relationship 
with fiscal health which is contrary to the Leslie and Fretwell (1996) model. 
Could the composite change of deferred maintenance, debt per student, 
interfund transfers and private gifts have predicted the improvement in fiscal health that 
occurred between 1995 and 2000for the campus in this study? 
During the time period 1995 through 2000, only two of the four independent 
variables in Vector I (trends in financial condition) could have predicted the financial 
health. Deferred maintenance had a negative relationship with the improving fiscal 
health of the Flagship campus while private gifts had a positive relationship. Debt per 
student and interfund transfers did not behave in the same manner as the hypothesized 
relationships for these two variables. 
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Comparison of Both Time Periods 
When the two time periods are compared to one another, we see that only one 
independent variable in Vector I (trends in financial condition), the proxy for deferred 
maintenance, could have predicted the fiscal health of the campus in both a decline and 
improvement in the financial condition of the campus. 
Trends in External Factors 
Could the composite change of tuition and fee charges, state appropriation, 
share of state appropriation, SAT scores, enrollment and applicant yield have predicted 
the decline in fiscal health that occurred between 1989 and 1994for the campus in this 
study? 
All but tuition and fees in Vector II (trends in external factors) behaved in the 
same positive manner as the hypothesized relationships for the time period 1989 
through 1994. The state appropriation, share of state appropriation, SATs, enrollment 
and applicant yield; could have predicted the decline in the Flagship campus fiscal 
health. Tuition and fees for the campus had a negative relationship to fiscal health, 
which was contrary to the model. 
Could the composite change of tuition and fee charges, state appropriation, 
share of state appropriation, SAT scores, enrollment and applicant yield have predicted 
the improvement in fiscal health that occurred between 1995 and 2000for the campus 
in this study? 
All six variables in Vector II (trends in external factors) could have predicted the 
improved fiscal health of the Flagship campus for the time period 1995 through 2000. 
The hypothesized relationship is positive which translates to increases in tuition and 
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fees, the state appropriation, the share of state appropriation, SATs, enrollment and 
applicant yield in a time of improving fiscal health. 
Comparison of Both Time Periods 
Vector II (trends in external factors) had the most number of independent 
variables that behaved in the same manner as the hypothesized variables for both time 
periods. Five of the six variables had a positive relationship with the fiscal health of the 
campus during a period of decline as well as during a period of renewed fiscal health. 
The five independent variables are the state appropriation, share of state appropriation, 
SATs, enrollment and applicant yield. 
Characteristics of Senior Management 
Could the composite change of turnover in senior management, frequency of 
external and internal communication by senior management, level of chancellor 
involvement in fiscal matters, and inclusiveness of decision making by senior 
management have predicted the decline in fiscal health that occurred between 1989 and 
1994for the campus in this study? 
In a time of declining fiscal health at the Flagship campus, the characteristics of 
senior management (Vector III) corresponded to the hypothesized relationships in the 
model for four out of five categories: senior staff turnover, frequency of internal 
communication, frequency of external communication and inclusive decision-making. 
As a group, the independent variables in Vector III (characteristics of senior 
management) for the time period 1989 through 1994 could have warned of the 
possibility of declining health at the Flagship campus. 
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Could the composite change of turnover in senior management, frequency of 
external and internal communication by senior management, level of chancellor 
involvement in fiscal matters, and inclusiveness of decision making by senior 
management have predicted the improvement in fiscal health that occurred between 
1995 and 2000for the campus in this study? 
Vector III (characteristics of senior management) variables did not show a 
strong agreement with the model for the time period 1995 through 2000. Agreeing with 
the model, senior staff turnover had a negative relationship to fiscal health during the 
period 1995 through 2000, and chancellor involvement had a positive relationship with 
the improvement fiscal health of the Flagship campus. Disagreeing with the model, 
three variables (frequency of internal and external communication and inclusive 
decision-making) had negative relationships with the Flagship financial condition. 
Comparison of Both Time Periods 
Only one out of five independent variables in Vector III (characteristics of 
senior management) agreed with the hypothesized relationships in the Fretwell and 
Leslie (1996) model for both years. Senior staff turnover had a negative relationship to 
the fiscal health of the campus in both time periods under study. During a period of 
decline, four of the five variables could have warned of a decline in fiscal health. 
However, this was not the case during a time of improving financial health. Only two 
of five variables (senior staff turnover and chancellor involvement) could have signaled 
an improvement of the fiscal health of the Flagship campus. 
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Characteristics of Education Programs 
Could the composite change of graduation rates, credit hours at graduation, 
and student satisfaction surveys have predicted the decline in fiscal health that occurred 
between 1989 and 1994for the campus in this study? 
Neither of the independent variables in Vector IV (characteristics of education 
programs) was in agreement with the Leslie and Fretwell (1996) model and therefore 
could not have predicted the decline in the health of the campus. Rates of graduation 
had a negative relationship with the declining fiscal health of the Flagship campus 
between 1989 and 1994. During the same time period, student satisfaction also had a 
negative relationship with the poor fiscal health of the campus. 
Could the composite change of graduation rates, credit hours at graduation, 
and student satisfaction surveys have predicted the improvement in fiscal health that 
occurred between 1995 and 2000for the campus in this study? 
Contrary to the Leslie and Fretwell (1996) model, rates of graduation had a 
negative relationship with the improving fiscal health of the Flagship campus during the 
time period 1995 through 2000. The second independent variable in this group, student 
surveys, had a positive relationship with the fiscal health of the campus. Although this 
variable was in agreement with the authors’ model, it alone could not predict the fiscal 
improvement of the campus. 
Comparison of Both Time Periods 
Vector IV (characteristics of education programs) did not supply any variables 
that could have predicted the fiscal health of the Flagship campus in both time periods. 
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Interaction of Vectors 
What impact does the interaction of the four Leslie and Fretwell (1996) vectors 
(trends in financial condition, trends in external factors, characteristics of senior 
management, and characteristics of education programs) have on predicting the decline 
in fiscal health that occurred between 1989 and 1994for the campus in this study? 
The major interaction of the four vectors during the first time period results from 
a decrease in the state appropriation in the early 1990s. As a major source of revenue, it 
impacted many of the variables in this model. For example, as the state appropriation 
/ 
decreased, student charges increased to partially offset the loss of state funds. An 
increase in student charges directly caused an increase in debt per student, which could 
have caused a decrease in enrollment. In fact, a decline in college-age people and not 
an increase in tuition and fees caused the decrease in enrollment during the 1989 
through 1994 period. A major decline in the state appropriation drove up the level of 
deferred maintenance as well. This, in turn, necessitated an increase in interfund 
transfers. Another related causal impact of a decrease in the state appropriation might 
be a decrease in the rate of graduation (due to cuts in staff) and reduction in student 
satisfaction. 
The second major interaction impact was caused by the characteristics of senior 
management that had a direct or indirect causal chain to 11 of the 17 independent 
variables. Senior management is in a position to influence or determine the direction of 
every independent variable except the share of state appropriation. There are more 
instances of interacting variables but they do not have a major impact on the model as 
can be seen in Table 5.13. 
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What impact does the interaction of the four Leslie and Fretwell (1996) vectors 
(trends in financial condition, trends in external factors, characteristics of senior 
management, and characteristics of education programs) have on predicting the 
improvement in fiscal health that occurred between 1995 and 2000for the campus in 
this study? 
With the exception of tuition and fees, deferred maintenance, and senior 
turnover, the interaction of the independent variables is not clear during 1995 and 2000. 
It appears that the increase in the state appropriation between 1995 and 2000 caused 
some of the other independent variables to improve. The rate of increase in deferred 
maintenance was slowed as more money was available from the state for fixed asset 
renovations. Tuition and fee increases were held to a minimum with the tuition 
component actually decreasing. Finally, turnover in senior management stabilized as 
state support increased. 
Conclusions 
Several conclusions can be drawn from this study. These conclusions need to be 
considered within the context of the limitations of the study. The following conclusions 
are drawn from the analysis of the findings. 
Problems of Model Implementation 
There were three types of problems encountered during this study. The first 
type was conceptual. It was clear, for example, that the emphasis placed on 
undergraduate students in the Leslie and Fretwell (1996) model was not appropriate to 
Flagship campus’s financial profile. This finding is consistent with one of six 
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conditions that Wyatt (1978) believed must exist for a planning model to succeed. The 
author believed that the data must be representative of the individual institutional 
situation and must be understood by both the user of the model and the developer. An 
adjustment should be made to the Leslie and Fretwell (1996) model to reflect more 
accurately the particulars of the Flagship financial structure. 
The second type of implementation problem would be technical. The Flagship 
campus does not have readily available some of the variables in the model such as 
deferred maintenance. A large number of manual calculations were required to develop 
this input to the model. A lack of historical data is a significant impediment to this kind 
of effort also. The Flagship campus should undertake an inventory of its databases and 
adjust them for data that is crucial to the success of monitoring the fiscal health of the 
campus. 
The third and last type of problem might be labeled as organizational. The 
impact of a new model on the decision-making process will depend more on the 
preconceptions of the decision-makers than on the model itself. There must be a 
commitment to a planning process that uses the best information possible. A model that 
requires timely and accurate inputs from many units outside the financial offices might 
become unwieldy to coordinate. This finding is consistent with another condition for 
successful planning models proposed by Wyatt (1978). The author (1978) thought it 
was critical that a model had the support of a key executive. At a minimum, the Leslie 
and Fretwell (1996) model would be required as a top-down initiative from the 
Chancellor’s level. 
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Strengths of the Model 
The Leslie and Fretwell (1996) prediction model could provide a useful tool for 
identifying both the nature and magnitude of potential financial problems. If used as a 
“dashboard,” it can provide a stimulus for action well in advance of the fiscal crisis. 
This model could assist the campus in identifying the risks in financial management and 
of trade-off possibilities and policy options that are within the reach of the campus 
administrative teams. Once the model has been adjusted to reflect the financial profile 
of the Flagship campus, it could be useful as a tool for evaluating the effects of 
alternative financial policies. It would also be an appropriate use of the model to 
influence external budget authorities in the state government or to stimulate private 
giving. 
Weaknesses of the Model 
According to Leslie and Fretwell (1996), the basic model was intended for 
senior management and trustees. The model is of no use to offices below this level 
because of the high level of aggregation of data. The model is a planning tool and not a 
budgeting tool. There are other factors that make the use of the Leslie and Fretwell 
model (1996) difficult but not impossible. Ironically, it is these same factors that make 
planning necessary for the Flagship campus. 
The first factor deals with an uncertain revenue stream that is not under the 
control of the campus management. The Flagship campus experiences heavy economic 
pressure as its major cost drivers continue to increase faster than inflation. On the 
income side, the financial support from the state is often unpredictable. Another 
important component of campus revenues is derived from student fees. The campus can 
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recommend fee increases but does not have control over setting these fees. At best, the 
economic future of the Flagship campus is clouded with uncertainty, a fact that makes 
planning both absolutely necessary and extremely difficult. 
A second factor that diminishes the contribution of a sophisticated planning 
model is that the management styles of the senior leadership of the Flagship campus are 
diverse and most campus leaders have relied more on staff who were information 
interpreters than they did on information generated by planning models. Moreover, the 
long-term planning exercise is susceptible to change each time the senior leadership of 
the campus changes. Executive turnover at the Flagship campus compounds 
information problems and exacerbates the difficulty of establishing a regularized 
planning process because turnover in senior leadership has often been accompanied by a 
significant revision in institutional management style. 
A third factor hampering the use of a planning model is that the Flagship 
campus is a very complex organization that operates in a complex marketplace. 
Because of this complexity, the lead-time required to develop the capacity to implement 
new programs can take several years. This means that the campus cannot significantly 
alter its output over the short term. The faculty tenure system also limits the flexibility 
of the Flagship campus to alter its product mix over a short period of time. In short, the 
campus is faced with activities that require very long lead times to alter their 
fundamental functions. Yet they are asked to survive in an economic system and a 
marketplace that can dramatically change from one year to the next. 
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Summary 
Institutions of higher education will continue to face a number of challenges that 
impact the financial health of institutions. Those challenges will include declining state 
and federal aid, changing demographics, inflation, increased competition, and 
government regulations. As the financial health of institutions of higher education 
become uncertain, a need exists to assess an institution’s short and long-term viability. 
Financial data will always be crucial in making decisions but many other variables must 
/ 
be considered. 
The implementation of the Leslie and Fretwell (1996) model could produce 
important benefits for the Flagship campus as it monitors its fiscal health in an effort to 
assess the institution’s short and long-term viability. The planning model could lead to 
multi-year thinking in several parts of the campus. Its greatest accomplishment would 
be that it would force decision-makers to think more broadly about the financial 
environment of the institution. The Leslie and Fretwell (1996) model adapted for the 
Flagship campus might be able to reveal the potential financial problems facing the 
campus and stimulate even greater private fund-raising. 
It was hoped that this study might shed light on a model that could be used at the 
system level as well as at the campus level. This did not turn out to be the case. The 
concept of financial wellness of a campus is strongly tied to institutional purpose that is 
unique to each campus within the SUS system. Therefore, campus financial viability 
must be assessed according to how well that purpose is served. The ability of a campus 
to match its resources to the needs of its constituency will be critical to financial 
viability. In the case of the SUS system, the Leslie and Fretwell (1996) model would 
have to be adjusted to reflect the differentiated missions of each campus because the 
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independent variables used in the model are specific to each campus. The Leslie and 
Fretwell (1996) model is not sufficient to define system viability, or the lack of it 
because of the distinctiveness of each campus. In fact, system-wide changes in 
financial condition may be at variance with an individual campus’s condition. 
In conclusion, the Flagship campus’ fiscal health is a result of many factors, 
including the independent actions of the campus senior management, the SUS Board of 
Trustees and administration, and the state legislature. A financial planning model that 
acts like a “dashboard” with the appropriate amount of warning lights will assist the 
Flagship campus in taking a major step forward in financial planning. The model, if 
implemented, will raise the level of trust with the SUS Board of Trustees and 
administration. 
Limitations of the Study 
There are limitations to this study that should be kept in mind when interpreting 
the findings. This study was limited to the flagship campus of a multi-campus public 
system in the northeastern United States. This study was admittedly an exploratory 
study where a new model for predicting a change in higher education fiscal health was 
tested on a single case study. There are two limitations based on the subject that has 
been selected. The first is that the system in this study remitted its tuition to the state 
treasury. This limitation is softened somewhat as the tuition component of student 
charges is approximately 40% of tuition and mandatory fees. The mandatory fees 
representing 60% of all charges to students were kept by the campus in this study. The 
second limitation deals with management control. The campus in this study did not 
have control over tuition and fee increases or negotiated labor increases. The campus 
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management made recommendations on both topics but did not have final approval 
authority. To the degree that the institution in this study is ‘‘typical” of other land grant 
universities, one can make generalizations. The researcher attempted to overcome the 
limitations of a single case study by gathering and analyzing data across two time 
periods, thus providing multiple data points and the opportunity to compare changes 
longitudinally. 
Future Research 
This study could be replicated for the other four campuses in the public system 
in this study. According to Leslie and Fretwell (1996), no one set of benchmarks would 
be useful to all institutions because stress results from different sources and is 
manifested in different ways among institutions. 
Another study could be conducted to research various planning and predictive 
models in use at large public multi-campus systems. The study would evaluate the 
reliability of various models in predicting the fiscal health of an institution over a series 
of years. 
A third study could concentrate on measures of overall institutional 
performance. The study could examine the usefulness of performance indicators in 
campus decision-making. The research should be focused on defining decision points. 
Closing 
This dissertation will end with a quote from Massy (1975) that serves to remind 
all of us laboring in the financial administration of higher education what our most 
important role is: 
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... When all is said and done the decisions that really count are those made by 
individual faculty and students in furthering their educational objectives. The 
goal of the central administration is to provide a stable and predictable financial 
environment in which the academic process can flourish. 
147 
APPENDIX A 
LETTER TO SURVEY PARTICIPANTS 
148 
TO: Survey Participants 
FROM: Janet Wanczyk 
RE: Predicting Fiscal Health 
As many of you know, I am a doctoral candidate in the School of Education at 
the University of Massachusetts, Amherst. I am currently in the process of gathering 
data for the purpose of my doctoral studies. The emphasis of this research is on testing 
a model for predicting fiscal stress for institutions of public higher education. 
The conceptual framework for the model that will be tested came from a study 
performed by David Leslie and E.K. Fretwell (1996) who determined that many factors 
should be considered when predicting fiscal health. They include trends in financial 
condition, trends in external factors, characteristics of senior management and 
characteristics of education programs. I am specifically interested in your views on the 
characteristics of senior management at the University of Massachusetts at Amherst. I 
believe that your response will be very important in helping determine if the 
Leslie/Fretwell model could be used by your institution as a planning tool in the future. 
All responses to this questionnaire will be anonymous. Please do not write your 
name or any form of identification on the questionnaire. Return it by placing it in the 
envelope provided no later than November 30, 2000. Please be honest in your 
responses. 
I understand that there are many demands made upon your time especially 
during the semester. However, the questionnaire should only take approximately 
twenty minutes or less to complete. The questionnaire has two parts representing two 
time periods: 1992-1994 and 1995-2000. Each part has six questions. At the beginning 
of each part, I have provided a summary highlighting the financial status of the campus 
during these two periods to assist you in your answers. 
I thank you in advance for your courteous, honest, and professional cooperation. 
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Dear (name of participant): 
Thank you for agreeing to meet with me [on day, date], I will meet you at [time] at [location], as 
we discussed. As I mentioned on the phone, I am in the process of obtaining a Doctoral Degree in the 
School of Education at the University of Massachusetts Amherst. The data I am collecting is for the 
purpose of writing my dissertation, and any subsequent publications. The subject of my dissertation is: 
“A study to Test a Model for Predicting Fiscal Stress for Institutions of Public Higher Education: A Case 
Study.” 
The interview will take approximately one-half hour and will be taped. Prior to the completion 
of my research, I will give you an opportunity to read and comment upon the case study I write regarding 
our meeting. The emphasis of my research is chi testing a model for predicting fiscal stress for 
institutions of public higher education. The conceptual framework for the model that will be tested came 
from a study performed by David Leslie and E.K. Fretwell (1996) who determined that many factors 
should be considered when predicting fiscal health. They include trends in financial condition, trends in 
external factors, characteristics of senior management and characteristics of education programs. I am 
specifically interested in learning about any models or indicators that are currently in use to monitor the 
fiscal health of the your campus. I believe that your response will be very important in helping 
determine if the Leslie/Fretwell model could be used by your institution as a planning tool in the future. 
I would like the opportunity to interview your for the purpose of anonymously including your 
remarks in my dissertation paper. You will also be asked to complete a questionnaire that you may 
anonymously complete and return. 
I will not use your name at any time. Interview data will be attributed to the interviewees as a 
“group of senior administrators.” An individual interviewee’s remarks will not be attributed to a specific 
position within the institution. 
The dissertation will be copyrighted and on file at the University Library. It will be available for 
anyone with an interest in the subject to study at any time. 
I thank you in advance for your professional cooperation. Please sign this form if you are 
agreeable to helping me with this project and I will collect the signed form from you at the time of the 
interview. I look forward to meeting with you. If you wish to withdraw from the study at this time, I ask 
that you contact me as soon as possible to cancel our interview. 
Sincerely, 
Janet Wanczyk 
I have read this letter and I agree to be interviewed for inclusion in this dissertation topic. 
Signature:_Date:_ 
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^Questionnaire 1 of 2: 
For the time period 
1989 -1994 
Behavioral Characteristics of Senior Management in Public Higher Education 
(Confidential Questionnaire) 
Campus Facts Change From 1989 to 1994 
Turnover in Senior Staff (Chancellor, Provost, VC’s, Deans) 18 of 20 senior positions turned over 
Enrollment - Headcount Decreased from 26,504 to 23,639, or 11% 
SAT Scores Decreased from 1,147 to 1,082, or 6% 
Baccalaureate Degrees Awarded Decreased from 4,336 to 3,834, or 12% 
In-State Tuition and Fees Increased from $5,322 to $9,364, or 76% 
Faculty Decreased from 1,292 to 1,172, or 9% 
Please respond to the following items for the time period 1989 - 1994 using a four-point scale. 
1. Frequency of communication between the 
chancellor and the following positions: 
None Rare Some 
Vice Chancellors 1 
Provost 1 
Deans 1 
Department Chairs 1 
Other important positions: (Please specify) 
_ 1 
1 
2 
2 
2 
2 
3 
3 
3 
3 
2 3 
2 3 
High 
4 
4 
4 
4 
4 
4 
2. Frequency of communication between faculty 
and the following positions: None 
Chancellor 1 
Vice Chancellors 1 
Provost 1 
Deans 1 
Department Chairs 1 
Other important positions: (Please specify) 
1 
Rare 
2 
2 
2 
2 
2 
2 
Some 
3 
3 
3 
3 
3 
3 
High 
4 
4 
4 
4 
4 
4 
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3. Frequency of communication between selected 
senior positions and external leaders 
None Rare 
Between Chancellor and 
President’s Office 1 2 
Local political leaders 1 2 
Board of Higher Education 1 2 
Other external leaders: (Please specify) 
_ 1 2 
 1 2 
Some High 
3 
3 
3 
4 
4 
4 
3 4 
3 4 
Between Provost and 
President’s Office 1 
Local political leaders 1 
Board of Higher Education 1 
Other external leaders: (Please specify) 
_ 1 
1 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
Between Vice Chancellors and 
President’s Office 1 
Local political leaders 1 
Board of Higher Education 1 
Other external leaders: (Please specify) 
_ 1 
1 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
Between Deans and 
President’s Office 1 
Local political leaders 1 
Board of Higher Education 1 
Other external leaders: (Please specify) 
_ 1 
1 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
Between Department Chairs and 
President’s Office 1 
Local political leaders 1 
2 3 4 
2 3 4 
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Board of Higher Education 1 234 
Other external leaders: (Please specify) 
_ 1 2 3 4 
 1 2 3 4 
4. Level of chancellor active involvement during 
the following events: Rarely 
Disengaged Engaged 
Somewhat Highly 
Engaged Engaged 
Enrollment management planning 1 
Fiscal crisis (budget reductions) 1 
Preparation of annual budget 1 
Capital planning 1 
Capital campaign 1 
Other important events: (Please specify) 
_ 1 
1 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
2 3 4 
5. Chancellor’s inclusion of the following positions 
or groups in decision making: 
None Little Some High 
Vice Chancellors 1 
Provost 1 
Deans 1 
Dept. Chairs 1 
Faculty 1 
Students 1 
Other important groups: (Please specify) 
_ 1 
1 
2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
3 
4 
4 
4 
4 
4 
4 
2 3 4 
2 3 4 
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6. What was your sense of the state of the financial 
health of your campus during 1989 -1994? 
Exemplary 
Immediate Potential Financially Financial 
Problem Problem Sound Health 
1 2 3 4 
Thank you for completing this confidential questionnaire. Return to : Janet Wanczyk, P.O. Box 334, Hac 
01035 
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Interview Questions 
1. What indicators do you use to monitor the short-term (within one year) fiscal 
condition of your institution? 
2. What indicators do you use to monitor the long-term (greater than one year) 
fiscal condition of your institution? 
3. What do you consider to be the most significant predictor of fiscal health for 
your institution? 
4. Is there anything else you would like to mention about the fiscal health of your 
campus? 
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Dear Madam/Sir: 
Because I have not received a reply from you on the questionnaire that I mailed 
two weeks ago, I hereby send another copy of the questionnaire and the stamped return 
envelope. I would greatly appreciate you taking a few minutes to complete it. 
Your individual response will be kept confidential and only group data will be 
reported. Please answer by circling the answer according to your personal experience at 
your institution. 
Again, thanks for your assistance. Please return your completed questionnaire 
in the enclosed stamped return envelope or fax to me at 413 587-2047 within the next 
two weeks. I appreciate your participation in this process. 
Sincerely yours. 
Janet Wanczyk 
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Table F.l 
Proxy for Deferred Maintenance: 
Fixed Asset Improvement Rate 
for Fiscal Years 1989 through 1994 
(in thousands of dollars) 
1989 1990 1991 1992 1993 1994 
Buildings - Historical 
Cost $277,366 $284,283 $298,162 $332,659 $350,677 $357,949 
Building Improvements 
4,915 1,455 5,149 5,585 4,848 7,272 
Building Improvements 
as a Percentage of 
Building Historical 
Costs 1.8% 0.5% 1.7% 1.7% 1.4% 2.0% 
Source: Financial Report 
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Figure F.l: Building improvements as a percentage of building historical costs. 
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Table F.2 
Debt Per Student for Undergraduates 
for Fiscal Years 1989 through 1994 
1989 1990 1991 1992 1993 1994 
Percent 
Change 
Average 
Indebtedness at 
Graduation $7,538 $9,184 21.8 
Note. Dashes indicate that data was unavailable. Source: Financial Aid Report 
Debt Per Student 
$10,000 
$8,000 
$6,000 
$4,000 
$2,000 
$0 
1993 1994 
Two-Year Change 21.8% 
Figure F.2: Average indebtedness at graduation. 
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Table F.3 
Interfund Transfers 
for Fiscal Years 1989 through 1994 
(in millions of dollars) 
1989 1990 1991 1992 1993 1994 
Percent 
Change 
Plant Funds $6.4 $3.8 $9.2 $4.9 $7.5 $6.4 0.0 
Quasi 
Endowment 0.0 0.0 0.0 0.0 0.0 12.4 100.0 
Total $6.4 $3.8 $9.2 $4.9 $7.5 $18.8 193.8 
Source: Financial Report 
Interfund Transfer! 
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$18.0 
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$10.0 
$8.0 
$6.0 
$4.0 
$2.0 
$0.0 
1989 1990 1991 1992 1993 1994 
Five-Year Change 193.8% 
Figure F.3: Total interfund transfers (in millions of dollars). 
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Table F.4 
Private Gifts 
for Fiscal Years 1989 through 1994 
(in millions of dollars) 
1989 1990 1991 1992 1993 1994 
Percent 
Change 
Unrestricted 
Funds $1.2 $1.2 $1.3 $1.4 $1.8 $u -8.3 
Restricted Funds 14.6 15.4 15.0 13.6 18.4 16.8 15.1 
Total $15.8 $16.6 $16.3 $15.0 $20.2 $17.9 13.3 
Source: Financial Report 
Additions to endowment funds are currently unavailable for all years. 
Private Gifts 
Figure F.4: Total private gifts (in millions of dollars). 
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Table F.5 
Student Tuition and Fees for Instate Undergraduate 
for Fiscal Years 1989 Through 1994 
1989 1990 1991 1992 1993 1994 
Percent 
Change 
Fees $1,114 $1,468 $1,932 $2,811 $2,928 $3,247 191.5 
Tuition 1,404 1,512 1,935 2,052 2,134 2,220 58.1 
Room 1,514 1,690 2,007 2,002 2,061 2,185 44.3 
Board 1,290 1,374 1,536 1,584 1,632 1,712 32.7 
Total 
Charges $5,322 $6,044 $7,410 $8,449 $8,755 $9,364 75.9 
Source: 1993-1994 Campus Factbook 
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Figure F.5: Total student charges for instate undergraduate. 
166 
Table F.6 
Student Fees Only (No Tuition) for Instate Undergraduate 
for Fiscal Years 1989 through 1994 
1989 1990 1991 1992 1993 1994 
Percent 
Change 
Fees $1,114 $1,468 $1,932 $2,811 $2,928 $3,247 191.5 
Room 1,514 1,690 2,007 2,002 2,061 2,185 44.3 
Board 1,290 1,374 1,536 1,584 1,632 1,712 32.7 
Total 
Charges $3,918 $4,532 $5,475 $6,397 $6,621 $7,144 82.3 
Source: 1993-1994 Campus Factbook 
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Figure F.6: Total student charges without tuition for instate undergraduate. 
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Table F.7 
State Maintenance Appropriation 
for Fiscal Years 1989 through 1994 
(in millions of dollars) 
1989 1990 1991 1992 1993 1994 
Percent 
Change 
State Maintenance 
Appropriation $167.2 $160.7 $140.4 $130.8 $150.9 $156.4 -6.5 
Sources: Operating Budgets, 1981 - 2000. 
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Figure F.7: State maintenance appropriation (in millions of dollars). 
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Table F.8 
Share of State Appropriation 
for Fiscal Years 1989 through 1994 
(in millions of dollars) 
1989 1990 1991 1992 1993 1994 
Percent 
Change 
Campus State 
Appropriation $167.2 $160.7 $140.4 $130.8 $150.9 $156.4 -6.5 
General State 
Appropriation 11,600.0 12,650.0 13,600.0 12,806.0 14,388.0 15,437.0 33.1 
Campus Share 
of Appropriation 1.44% 1.27% 1.03% 1.02% 1.05% 1.01% Decrease 
Sources: Campus Appropriation: 1979/1980 Factbook, 1950- 1980.Operating Budget, 
1981 - 2000. General State Appropriation: Boston Globe, 1989 - 1991. Massachusetts 
Taxpayers Foundation, 1992 - 2000. 
Figure F.8: Campus share of State general appropriation. 
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Table F.9 
Scholastic Aptitude Test (SAT) for Entering First-Year Students 
for Fiscal Years 1989 through 1994 
(Fall 1988 through Fall 1993) 
1989 
Fall ‘88 
1990 
Fall ‘89 
1991 
Fall ‘90 
1992 
Fall ’91 
1993 
Fall ‘92 
1994 
Fall ‘93 
Percent 
Change 
Combined Mean 1,058 1,056 1,019 1,004 997 995 -6.0 
Sources: 1993 - 1994 Campus Factbook 
Scholastic Aptitude Test Scores 
1989 1990 1991 1992 
Five-Year Change -6% 
1993 1994 
Figure F.9: Scholastic Aptitude Test (SAT) combined mean for entering first-year 
students. 
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Table F.10 
Headcount Enrollment by Degree Program 
for Fiscal Years 1989 through 1994 
(Fall 1988 through Fall 1993) 
Degree Program 
1989 
Fall ‘88 
1990 
Fall ‘89 
1991 
Fall ‘90 
1992 
Fall ’91 
1993 
Fall ‘92 
1994 
Fall ‘93 
Percent 
Change 
Undergraduate 19,446 18,858 17,717 16,938 16,885 16,906 -13.1 
Associates 332 330 320 333 327 279 -16.0 
Graduate 6,726 6,631 6,437 6,073 5,816 5,859 -12.9 
Total 
Enrollment 26,504 25,819 24,474 23,344 23,028 23,044 -13.1 
Sources: 1993 - 1994 Campus Factbook 
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Figure F.10: Total headcount enrollment by degree program. 
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Table F.ll 
Applicant Yield: Percent of Accepted Students Who Enrolled 
for Fiscal Years 1989 through 1994 
(Fall 1988 through Fall 1993) 
1989 
Fall ‘88 
1990 
Fall ‘89 
1991 
Fall ‘90 
1992 
Fall ’91 
1993 
Fall ‘92 
1994 
Fall ‘93 
Percent 
Change 
Undergraduates 32.6% 34.1% 30.0% 27.3% 32.1% 30.8% -5.5 
Sources: 1993 - 1994 Campus Factbook 
Applicant Yield 
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Five-Year Change -5.5% 
Figure F.l 1: Percent of accepted students who enrolled 
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Table F.l 2 
Six-Year Graduation Rates for Entering First-Year Students 
for Fiscal Years 1989 through 1994 
(Fall 1983 through Fall 1988) 
1989 
Fall ‘83 
1990 
Fall ‘84 
1991 
Fall ‘85 
1992 
Fall ’86 
1993 
Fall ‘87 
1994 
Fall ‘88 
Percent 
Change 
Undergraduates 62.1 63.9 64.3 66.0 66.1 66.9 7.7 
Sources: 1993 - 1994 Campus Factbook 
Graduation Rates 
1989 1990 1991 1992 1993 1994 
Five-Year Change 7.7% 
Figure F.12: Six-year graduation rates for entering first-year students 
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Table F.13 
General Satisfaction With Flagship Campus Experience 
for Fiscal Years 1989 through 1994 
1989 1990 1991 1992 1993 1994 
Percent 
Change 
Student 
Satisfaction 
Surveys** 89% 93% 95% 95% 95% 92% Increase 
Source: The Cycles Survey, Office of Student Affairs Research, Information, and 
Systems 
Student Satisfaction 
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1989 1990 1991 1992 1993 1994 
Five-Year Change 3.4% 
Figure F.13: General student satisfaction with flagship campus experience 
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Table F.14 
Proxy for Deferred Maintenance: Fixed Asset Improvement Rate 
for Fiscal Years 1995 through 2000 
(in thousands of dollars) 
1995 1996 1997 1998 1999 2000 
Buildings - Historical 
Cost $364,501 $419,327 $433,873 $454,621 $476,107 $493,795 
Building Improvements 6,552 4,835 13,221 15,511 13,659 15,364 
Building Improvements 
as a Percentage of 
Building Historical 
Costs 1.8% 1.2% 3.0% 3.4% 2.9% 3.1% 
Source: Financial Report 
Proxy For Deferred Maintenance 
3 4 
Five-Year Change 72% 
Figure F.14: Building improvements as a percentage of building historical costs. 
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Table F.15 
Debt Per Student for Undergraduates 
for Fiscal Years 1995 through 2000 
1995 1996 1997 1998 1999 2000 
Percent 
Change 
Average 
Indebtedness at 
Graduation $11,709 $12,700 $14,646 $15,278 $16,255 $16,069 37.2 
Legend: N.A. = not availab le. Source: Campus Common Data Set: 1999-2000 
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Figure F.15: Average indebtedness at graduation. 
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Table F.16 
Interfund Transfers 
for Fiscal Years 1995 through 2000 
(in millions of dollars) 
1995 1996 1997 1998 1999 2000 
Percent 
Change 
Plant Funds 10.7 20.2 22.6 23.9 29.8 26.3 145.8 
Quasi Endowment 0.0 0.4 0.4 0.6 0.4 0.0 0.0 
Total $10.7 $20.6 $23.0 $24.5 $30.2 $26.3 145.8 
Source: Financial Report 
Figure F.16: Total interfund transfers (in millions of dollars). 
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Table F-17 
Private Gifts 
for Fiscal Years 1995 through 2000 
(in millions of dollars) 
1995 1996 1997 1998 1999 2000 
Percent 
Change 
Unrestricted Funds $1.0 $1.0 $0.8 $0.6 $0.5 $0.7 -30.0 
Restricted Funds 14.1 20.5 24.2 10.4 11.8 21.0 48.9 
Total $15.1 $21.5 $25.0 $11.0 $12.3 $21.7 43.7 
Source: Financial Report 
Additions to endowment funds are currently unavailable for all years. 
Private Gifts 
Figure F.17: Total private gifts (in millions of dollars). 
178 
Table F.18 
Student Tuition and Fees for Instate Undergraduate 
for Fiscal Years 1995 through 2000 
1995 1996 1997 1998 1999 2000 
Percent 
Change 
Fees $3,247 $3,294 $3,304 $3,325 $3,325 $3,498 7.7 
Tuition 2,220 2,220 2,109 2,004 1,904 1,714 -22.8 
Room 2,266 2,376 2,416 2,488 2,488 2,638 16.4 
Board 1,762 1,812 1,812 2,032 2,032 2,152 22.1 
Total 
Charges $9,495 $9,702 $9,641 $9,849 $9,749 $10,002 5.3 
Source: 1998-2000 Campus Factbook 
Figure F.18: Total student charges for instate undergraduate. 
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Table F.19 
Student Fees Only (No Tuition) for Instate Undergraduate 
for Fiscal Years 1995 through 2000 
1995 1996 1997 1998 1999 2000 
Percent 
Change 
Fees $3,247 $3,294 $3,304 $3,325 $3,325 $3,498 7.7 
Room 2,266 2,376 2,416 2,488 2,488 2,638 16.4 
Board 1,762 1,812 1,812 2,032 2,032 2,152 22.1 
Total 
Charges $7,275 $7,482 $7,532 $7,845 $7,845 $8,288 13.9 
Source: 1998-2000 Campus Factbook 
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Figure F.19: Total student charges without tuition for instate undergraduate. 
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Table F.20 
State Maintenance Appropriation 
for Fiscal Years 1995 through 2000 
(in millions of dollars) 
1995 1996 1997 1998 1999 2000 
Percent 
Change 
State 
Maintenance 
Appropriation $163.6 $170.9 $182.2 $196.7 $211.2 $219.8 34.4 
Source: Campus Operating Budgets, 1995 - 2000. 
Figure F.20: State maintenance appropriation. 
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Table F.21 
Share of State Appropriation 
for Fiscal Years 1995 through 2000 
(in millions of dollars) 
1995 1996 1997 1998 1999 2000 
Percent 
Change 
Campus State 
Appropriation $163.6 $170.9 $182.2 $196.7 $211.2 $219.8 34.4 
General State 
Appropriation 16,103.0 16,850.0 17,478.0 18,348.0 19,527.0 20,823.0 29.3 
Campus Share of 
Appropriation 1.02% 1,01% 1.04% 1.07% 1.08% 1.06% Increase 
Sources: Operating Budget, 1995 - 2000. Massachusetts Taxpayers Foundation, 1995 - 
2000. 
Share of State Appropriation 
1995 1996 1997 1998 1999 2000 
Five-Year Change 
Figure F.21: Campus share of State general appropriation. 
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Table F.22 
Scholastic Aptitude Test (SAT) for Entering First-Year Students 
for Fiscal Years 1995 through 2000 
(Fall 1994 through Fall 1999) 
1995 
Fall ‘94 
1996 
Fall ‘95 
1997 
Fall ‘96 
1998 
Fall ’97 
1999 
Fall ‘98 
2000 
Fall ‘99 
Percent 
Change 
Combined Mean 1,078 1,095 1,099 1,108 1,124 1,133 5.1 
Sources: 1998 - 2000 Campus Factbook 
Figure F.22: Scholastic Aptitude Test (SAT) combined mean for entering first-year 
students 
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Table F.23 
Headcount Enrollment by Degree Program 
for Fiscal Years 1995 through 2000 
(Fall 1994 through Fall 1999) 
1995 
Fall ‘94 
1996 
Fall ‘95 
1997 
Fall ‘96 
1998 
Fall ’97 
1999 
Fall ‘98 
2000 
Fall ‘99 
Percent 
Change 
Undergraduate 17,201 17,731 18,036 17,843 17,524 18,174 5.7 
Associates 303 290 305 270 264 296 -2.3 
Graduate 6,133 6,104 5,955 5,819 5,793 5,659 -7.7 
Total 
Enrollment 23,637 24,125 24,296 23,932 23,581 24,129 2.1 
Sources: 1998 - 2000 Campus Factbook 
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Enrollment 
1995 1996 1997 1998 1999 2000 
Five-Year Change 2.1% 
Figure F.23: Total headcount enrollment by degree program. 
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Table F.24 
Applicant Yield: Percent of Accepted Students Who Enrolled 
for Fiscal Years 1995 through 2000 
(Fall 1994 through Fall 1999) 
1995 
Fall ‘94 
1996 
Fall ‘95 
1997 
Fall ‘96 
1998 
Fall ’97 
1999 
Fall ‘98 
2000 
Fall ‘99 
Percent 
Change 
Undergraduates 28.6% 28.0% 30.3% 28.4% 29.3% 29.6% 3.5 
Sources: 1998 - 2000 Campus Factbook 
Applicant Yield 
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Figure F.24: Percent of accepted students who enrolled 
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Table F.25 
Six-Year Graduation Rates for Entering First-Year Students 
for Fiscal Years 1995 through 2000 
(Fall 1989 through Fall 1994) 
1995 
Fall ‘89 
1996 
Fall ‘90 
1997 
Fall ‘91 
1998 
Fall ’92 
1999 
Fall ‘93 
2000 
Fall ‘94 
Percent 
Change 
Undergraduates 65.6% 60.1% 61.5% 57.2% 60.1% 60.0% -8.5 
Sources: 1998 - 2000 Campus Factbook 
Graduation Rates 
1995 1996 1997 1998 1999 2000 
Five-Year Change -8.5% 
Figure F.25: Six-year graduation rates for entering first-year students 
186 
Table F.26 
General Satisfaction With Flagship Campus Experience 
for Fiscal Years 1995 through 2000 
1995 1996 1997 1998 1999 2000 
Percent 
Change 
Student 
Satisfaction 
Surveys** 93% 94% 91% 89% 91% 92% Decrease 
Source: The Cycles Survey, Office of Student Affairs Research, Information, and 
Systems 
Figure F.26: General student satisfaction with Flagship Campus experience 
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APPENDIX G 
CAUSAL ANALYSIS OF 
INDEPENDENT VARIABLES 
188 
Figure G. 1: Causal analysis of deferred maintenance. Dotted lines represent an indirect 
causal relationship between the variables to the left of deferred maintenance and 
deferred maintenance. Straight lines represent a direct causal relationship between the 
variables to the left of deferred maintenance and deferred maintenance. 
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Figure G.2: Causal analysis of debt per student. Dotted lines represent an indirect 
causal relationship between the variables to the left of debt per student and debt per 
student. Straight lines represent a direct causal relationship between the variables to the 
left of debt per student and debt per student. 
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Figure G.3: Causal analysis of interfund transfers. Dotted lines represent an indirect 
causal relationship between the variables to the left of interfund transfers and interfund 
transfers. Straight lines represent a direct causal relationship between the variables to 
the left of interfund transfers and interfund transfers. 
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Figure G.4: Causal analysis of private gifts. Dotted lines represent an indirect causal 
relationship between the variables to the left of private gifts and private gifts. Straight 
lines represent a direct causal relationship between the variables to the left of private 
gifts and private gifts. 
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I 
Figure G.5: Causal analysis of tuition and fees. Dotted lines represent an indirect causal 
relationship between the variables to the left of tuition and fees and tuition and fees. 
Straight lines represent a direct causal relationship between the variables to the left of 
tuition and fees and tuition and fees. 
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Figure G.6: Causal analysis of state appropriation. Dotted lines represent an indirect 
causal relationship between the variables to the left of state appropriation and state 
appropriation. Straight lines represent a direct causal relationship between the variables 
to the left of state appropriation and state appropriation. 
Figure G.7: Causal analysis of Scholastic Aptitude Test. Dotted lines represent an 
indirect causal relationship between the variables to the left of Scholastic Aptitude Test 
and Scholastic Aptitude Test. Straight lines represent a direct causal relationship 
between the variables to the left of Scholastic Aptitude Test and Scholastic Aptitude 
Test. 
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Figure G.8: Causal analysis of enrollment. Dotted lines represent an indirect causal 
relationship between the variables to the left of enrollment and enrollment. Straight 
lines represent a direct causal relationship between the variables to the left of 
enrollment and enrollment. 
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Figure G.9: Causal analysis of applicant yield. Dotted lines represent an indirect causal 
relationship between the variables to the left of applicant yield and applicant yield. 
Straight lines represent a direct causal relationship between the variables to the left of 
applicant yield and applicant yield. 
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Figure G.10: Causal analysis of rates of graduation. Dotted lines represent an indirect 
causal relationship between the variables to the left of rates of graduation and rates of 
graduation. Straight lines represent a direct causal relationship between the variables to 
the left of rates of graduation and rates of graduation. 
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Figure G.l 1: Causal analysis of student satisfaction surveys. Dotted lines represent an 
indirect causal relationship between the variables to the left of student surveys and 
student surveys. Straight lines represent a direct causal relationship between the 
variables to the left of student surveys and student surveys. 
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APPENDIX H 
CALCULATION OF DEPENDENT VARIABLE 
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Table H.l 
Step 1: Calculate Expendable Fund Balance 
for Fiscal Years 1991 Through 1994 
(in thousands of dollars) 
1991 1992 1993 1994 
Unrestricted $10,645 $31,777 $30,637 $21,931 
Unexpended Plant Funds 43,687 21,721 6,628 3,366 
Renewals and Replacements 10,775 7,673 8,894 8,704 
Total Expendable Fund Balance $65,107 $61,171 $46,159 $34,001 
Note: All information was included in audited financial statements. 
Table H.2 
Step 2: Calculate Plant Debt 
for Fiscal Years 1991 Through 1994 
(in thousands of dollars) 
1991 1992 1993 1994 
Bonds Payable $74,015 $77,496 $75,041 $72,129 
Capital Lease 9,901 10,541 9,238 7,953 
Total Plant Debt $83,916 $88,037 $84,279 $80,082 
Note: All information was included in audited financial statements. 
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Table H.3 
Step 3: Calculate Expenditures & Mandatory Transfers 
for Fiscal Years 1991 Through 1994 
(in thousands of dollars) 
1991 1992 1993 1994 
Total Current Fund Expenditures $386,958 $382,175 $434,305 $462,930 
Principal and Interest 9,666 8,912 9,766 11,511 
Loan Fund Matching 0 0 352 0 
Total Expenditures and 
Mandatory Transfers $396,624 $391,087 $444,423 $474,441 
Note: All information was included in audited financial statements. 
Table H.4 
Step 4: Calculate Net Total Revenue 
for Fiscal Years 1991 Through 1994 
(in thousands of dollars) 
1991 1992 1993 1994 
Total Current Funds Revenue $403,348 $417,130 $450,411 $471,770 
Minus Total Current Funds 
Expenditures and Mandatory 
Transfers -396,624 -391087 -444,423 -474,441 
Net Total Revenue $6,724 $26,043 $5,988 $-2,671 
Note: All information was included in audited financial statements. 
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Table H.5 
Step 5: Compute Viability, Primary Reserve and Net Income Ratio 
for Fiscal Years 1991 Through 1994 
(in thousands of dollars) 
1991 1992 1993 1994 
Expendable Fund Balance $65,107 $61,171 $46,159 $34,001 
Plant Debt 83,916 88,037 84,279 80,082 
Viability Ratio 78% 69% 55% 42% 
Expendable Fund Balance $65,107 $61,171 $46,159 $34,001 
Total Expenditures and 
Mandatory Transfers 396,624 391,087 444,423 474,441 
Primary Reserve Ratio 16% 16% 10% 7% 
Net Total Revenue $6,724 $26,043 $5,988 $-2,671 
Total Current Funds Revenue 403,348 417,130 450,411 471,770 
Net Income Ratio 2% 6% 1% -1% 
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Table H.6 
Step 6: Assign a Threshold Factor to Each Ratio Result 
for Fiscal Years 1991 Through 1994 
1991 1992 1993 1994 
Viability Ratio 78% 69% 55% 42% 
Threshold Factor 2 2 2 1 
Primary Reserve Ratio 16% 16% 10% 7% 
Threshold Factor 2 2 2 1 
Net Income Ratio 2% 6% 1% -1% 
Threshold Factor 3 5 3 1 
Note: Thresholds for Public Institutions per KPMG Model developed for the 
Department of Education (1996) as shown in Table H.7 
Table H.7 
Thresholds for Public Institutions 
Threshold Factors Developed bv KPMG 09961 
1 2 3 4 5 
Viability Ratio <.50 .50 - .99 1.0-1.99 2.0-3.99 >4.0 
Primary 
Reserve Ratio <.10 .10-.19 .20 - .44 .45 - .69 >.70 
Net Income 
Ratio <0 0 - .009 .01 - .029 .03 - .049 >.05 
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Table H.8 
Step 7: Multiply Each Threshold Factor 
By the Appropriate Weighting Percentage 
for Fiscal Years 1991 Through 1994 
Viability Ratio 
1991 1992 1993 1994 
Threshold Factor 2 2 2 1 
Weighting Percent 35% 35% 35% 35% 
Product 0.7 0.7 0.7 0.35 
Primary Reserve Ratio 
Threshold Factor 2 2 2 1 
Weighting Percent 55% 55% 55% 55% 
Product 1.1 1.1 1.1 0.55 
Net Income Ratio 
Threshold Factor 3 5 3 1 
Weighting Percent 10% 10% 10% 10% 
Product .3 .5 .3 .1 
Note: Weighting percentages for Public Institutions per KPMG Model developed for 
the Department of Education (1996) as shown in Table H.9 
205 
Table H.9 
Weighting Percentages for Public Institutions 
Developed by KPMG (1996) 
Weighting 
Ratio Percentage 
Viability 35% 
Primary Reserve 55% 
Net Income 10% 
Table H.10 
Step 8: Sum the Resulting Products 
for Fiscal Years 1991 Through 1994 
1991 1992 1993 1994 
Viability Ratio 0.7 0.7 0.7 0.35 
Primary Reserve Ratio 1.1 1.1 1.1 0.55 
Net Income Ratio .3 .5 .3 .1 
Sum of the Products 2.1 2.3 2.1 1.0 
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Table H.ll 
Step 9: Assign Each Year to a Final Category of Financial 
Health Based on its Resulting Composite Score 
for Fiscal years 1991 through 1994 
Year Score Category 
1991 2.1 III 
1992 2.3 III 
1993 2.1 III 
1994 1.0 IV 
Note: Final categories for public institutions per KPMG Model 
developed for the Department of Education (1996) as shown in Table H.12 
Table H. 12 
Categories of Financial Health 
Developed by KPMG (1996) 
for Fiscal years 1991 through 1994 
Category Score Indicates 
I. 4.00 - 5.00 
Exemplary Financial 
Health 
II. 2.50-3.99 Financially Sound 
III. 1.75-2.49 Potential Problem 
IV. 1.00-1.74 Immediate Problem 
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Table H.13 
Step 1: Calculate Expendable Fund Balance 
for Fiscal Years 1995 Through 2000 
(in thousands of dollars) 
1995 1996 1997 1998 1999 2000 
Unrestricted $25,017 $32,958 $30,962 $32,813 $28,866 $32,528 
Unexpended Plant Funds 5,000 10,738 17,198 17,029 15,911 16,411 
Renewals and Replacements 13,300 16,738 14,891 15,819 21,439 22,452 
Total Expendable Fund 
Balance $43,317 $60,434 $63,051 $65,661 $66,216 $71,391 
Note: All information was included in audited financial statements 
Table H.14 
Step 2: Calculate Plant Debt 
for Fiscal Years 1995 Through 2000 
(in thousands of dollars) 
1995 1996 1997 1998 1999 2000 
Bonds Payable $77,005 $71,199 $67,447 $63,016 $58,296 $53,813 
Capital Lease 7,151 16,283 14,901 16,075 14,066 11,827 
Total Plant Debt $84,156 $87,482 $82,348 $79,091 $72,362 $65,640 
Note: All information was included in audited financial statements. 
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Table H.15 
Step 3: Calculate Expenditures & Mandatory Transfers 
for Fiscal Years 1995 Through 2000 
(in thousands of dollars) 
1995 1996 1997 1998 1999 2000 
Total Current Fund 
Expenditures $466,753 $472,403 $503,694 $521,269 $530,842 $562,086 
Principal and Interest 10,953 11,746 13,171 12,508 12,348 11,315 
Total Expenditures & 
Mandatory Transfers $477,706 $484,149 $516,865 $533,777 $543,190 $573,401 
Note: All information was included in audited financial statements. 
Table H.16 
Step 4: Calculate Net Total Revenue 
for Fiscal Years 1995 Through 2000 
(in thousands of dollars) 
1995 1996 1997 1998 1999 2000 
Total Current Funds 
Revenue $492,006 $513,369 $538,544 $559,448 $569,119 $602,349 
Minus Total Current 
Funds Expenditures & 
Mandatory Transfers -477,706 -484,149 -516,865 -533,777 -543,190 -573,401 
Net Total Revenue $14,300 $29,220 $21,679 $25,671 $25,929 $28,948 
Note: All information was included in audited financial statements. 
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Table H.17 
Step 5: Compute Viability, Primary Reserve and Net Income Ratio 
for Fiscal Years 1995 Through 2000 
(in thousands of dollars) 
1995 1996 1997 1998 1999 2000 
Expendable Fund 
Balance $43,317 $60,434 $63,051 $65,661 $66,216 $71,391 
Plant Debt 84,156 87,482 82,348 79,091 72,362 65,640 
Viability Ratio 51% 69% 77% 83% 92% 109% 
Expendable Fund 
Balance $43,317 $60,434 $63,051 $65,661 $66,216 $71,391 
Total Expenditures and 
Mandatory Transfers 477,706 484,149 516,865 533,777 543,190 573,401 
Primary Reserve Ratio 9% 12% 12% 12% 12% 12% 
Net Total Revenue $14,300 $29,220 $21,679 $25,671 $25,929 $28,948 
Total Current Funds 
Revenue 492,006 513,369 538,544 559,448 569,119 602,349 
Net Income Ratio 3% 6% 4% 5% 5% 5% 
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Table H.18 
Step 6: Assign a Threshold Factor to Each Ratio Result 
for Fiscal Years 1995 Through 2000 
1995 1996 1997 1998 1999 2000 
Viability Ratio 51% 69% 77% 83% 92% 109% 
Threshold Factor 2 2 2 2 2 3 
Primary Reserve Ratio 9% 12% 12% 12% 12% 12% 
Threshold Factor 1 2 2 2 2 2 
Net Income Ratio 3% 6% 4% 5% 5% 5% 
Threshold Factor 4 5 4 5 5 5 
Note: Thresholds for Public Institutions per KPMG Model developed for the 
Department of Education (1996) as shown in Table H.7 
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Table H.19 
Step 7: Multiply Each Threshold Factor 
by the Appropriate Weighting Percentage 
for Fiscal Years 1995 Through 2000 
1995 1996 1997 1998 1999 2000 
Viability Ratio 
Threshold Factor 2 2 2 2 2 3 
Weighting Percent 35% 35% 35% 35% 35% 35% 
Product 0.7 0.7 0.7 0.7 0.7 1.05 
Primary Reserve Ratio 
Threshold Factor 1 2 2 2 2 2 
Weighting Percent 55% 55% 55% 55% 55% 55% 
Product .55 1.1 1.1 1.1 1.1 1.1 
Net Income Ratio 
Threshold Factor 4 5 4 5 5 5 
Weighting Percent 10% 10% 10% 10% 10% 10% 
Product .4 .5 .4 .5 .5 .5 
Note: Weighting percentages for Public Institutions per KPMG Model developed for 
the Department of Education (1996) as shown in Table H.9 
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Table H.20 
Step 8: Sum the Resulting Products 
for Fiscal Years 1995 Through 2000 
1995 1996 1997 1998 1999 2000 
Viability Ratio 0.7 0.7 0.7 0.7 0.7 1.05 
Primary Reserve Ratio .55 1.1 1.1 1.1 1.1 1.1 
Net Income Ratio .4 .5 .4 .5 .5 .5 
Sum of the Products 1.65 2.3 2.2 2.3 2.3 2.65 
Table H.21 
Step 9: Assign Each Year to a Final Category of Financial 
Health Based on its Resulting Composite Score 
for Fiscal years 1995 through 2000 
Year Score Category 
1995 1.65 IV 
1996 2.3 III 
1997 2.2 III 
1998 2.3 III 
1999 2.3 m 
2000 2.65 II 
Note: Final categories for public institutions per KPMG Model 
developed for the Department of Education (1996) as shown in Table H.12 
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APPENDIX I 
QUESTIONNAIRE RESULTS 
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Table LI 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1989 Through 1994 
Question None Rare Some High 
Number a) (2) (3) (4) 
n % n % n % n % 
1A 7 70.0 3 30.0 
IB 1 11.1 4 44.4 4 44.4 
1C 5 62.5 3 37.5 
ID 2 20.0 8 80.0 
Table 1.2 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1989 Through 1994 
Question 
Number 
None Rare Some High 
a) (2) (3) (4) 
n % n % n % n % 
2A 6 60.0 4 40.0 
2B 5 45.5 6 54.5 
2C 2 20.0 5 50.0 3 30.0 
2D 1 10.0 5 50.0 4 40.0 
2E 10 100.0 
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Table 1.3 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1989 Through 1994 
Question 
Number 
None Rare Some High 
a) (2) (3) (4) 
n % n % n % n % 
3A 1 12.5 4 50.0 3 37.5 
3B 1 14.3 4 57.1 2 28.6 
3C 4 57.1 3 42.9 
3D 2 25.0 5 62.5 1 12.5 
3E 3 42.9 4 57.1 
3F 6 85.7 1 14.3 
3G 4 44.4 2 22.2 3 33.3 
3H 4 50.0 3 37.5 1 12.5 
31 6 75.0 2 25.0 
3J 1 12.5 5 62.5 2 25.0 
3K 6 75.0 2 25.0 
3L 2 25.0 6 75.0 
3M 3 33.3 5 55.6 1 11.1 
3N 3 37.5 3 37.5 2 25.0 
30 3 37.5 5 62.5 
Table 1.4 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1989 Through 1994 
Question 
Number 
Disengaged 
Rarely 
Engaged 
Somewhat 
Engaged 
Highly 
Engaged 
(i) (2) (3) (4) 
n % n % n % n % 
4A 4 44.4 4 44.4 1 11.1 
4B 1 11.1 8 • 88.9 
4C 2 22.2 7 77.8 
4D 1 11.1 1 11.1 7 77.8 
4E 2 22.2 3 33.3 4 44.4 
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Table 1.5 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1989 Through 1994 
Question 
Number 
None Little Some High 
a) (2) (3) (4) 
n % n % n % n % 
5A 1 11.1 5 55.6 3 33.3 
5B 2 25.0 4 50.0 2 25.0 
5C 2 25.0 4 50.0 2 25.0 
5D 4 50.0 2 25.0 2 25.0 
5E 4 50.0 3 37.5 1 12.5 
5F 4 50.0 3 37.5 1 12.5 
Table 1.6 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1989 Through 1994 
Question 
Number 
Immediate 
Problem 
Potential 
Problem 
Financially 
Sound 
Exemplary 
Financial 
Health 
(i) (2) (3) (4) 
n % n % n % n % 
6 11 100.0 
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Table 1.7 
BCSMPHEQ Mean Responses 
by Rank Order of Question Number (#) 
for Fiscal Years 1989 Through 1994 
# Mean # Mean # Mean 
6 1.00 31 2.21 2C 3.02 
5E 1.49 3K 2.21 3B 3.07 
5F 1.49 2A 2.35 4E 3.12 
30 1.54 3C 2.38 5A 3.16 
5D 1.57 1C 2.39 3A 3.18 
3M 1.66 2B 2.50 2D 3.23 
3L 1.68 3E 2.52 IB 3.26 
3N 1.71 3H 2.54 1A 3.27 
ID 1.74 4A 2.59 4D 3.59 
5C 1.86 3G 2.76 4C 3.75 
3J 2.03 3D 2.81 4B 3.87 
3F 2.12 5B 2.91 2E 4.00 
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Table 1.8 
BCSMPHEQ Mean Responses 
By Question Number (#) 
for Fiscal Years 1989 Through 1994 
# Mean # Mean # Mean 
1A 3.27 3D 2.81 4A 2.59 
IB 3.26 3E 2.52 4B 3.87 
1C 2.39 3F 2.12 4C 3.75 
ID 1.74 3G 2.76 4D 3.59 
2A 2.35 3H 2.54 4E 3.12 
2B 2.50 31 2.21 5A 3.16 
2C 3.02 3J 2.03 5B 2.91 
2D 3.23 3K 2.21 5C 1.86 
2E 4.00 3L 1.68 5D 1.57 
3A 3.18 3M 1.66 5E 1.49 
3B 3.07 3N 1.71 5F 1.49 
3C 2.38 30 1.54 6 1.00 
Table 1.9 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1995 Through 2000 
Question 
Number 
None Rare Some High 
a) (2) (3) (4) 
n % n % n % n % 
1A 11 73.3 4 26.7 
IB 8 57.1 6 42.9 
1C 9 64.3 4 28.6 1 7.1 
ID 1 7.1 9 64.3 3 21.4 1 7.1 
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Table 1.10 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1995 Through 2000 
Question 
Number 
None Rare Some High 
(i) (2) (3) (4) 
n % n % n % n % 
2A 7 50.0 7 50.0 
2B 6 40.0 9 60.0 
2C 3 21.4 8 57.1 3 21.4 
2D 7 53.8 6 46.2 
2E 2 15.4 11 84.6 
Table 1.11 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1995 Through 2000 
Question None Rare Some High 
Number a) (2) (3) (4) 
n % n % n % n % 
3A 1 7.1 5 35.7 8 57.1 
3B 1 7.7 7 53.8 5 38.5 
3C 6 46.2 7 53.8 
3D 1 7.1 8 57.1 5 35.7 
3E 7 53.8 6 46.2 
3F 1 7.7 8 61.5 4 30.8 
3G 4 26.7 11 73.3 
3H 5 35.7 8 57.1 1 7.1 
31 4 28.6 9 64.3 1 7.1 
3J 1 7.1 9 64.3 4 28.6 
3K 7 50.0 7 50.0 
3L 3 21.4 10 71.4 1 7.1 
3M 2 15.4 9 69.2 2 15.4 
3N 1 8.3 8 66.7 3 25.0 
30 4 33.3 8 66.7 
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Table 1.12 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1995 Through 2000 
Question 
Number 
Disengaged 
Rarely 
Engaged 
Somewhat 
Engaged 
Highly 
Engaged 
a) (2) (3) (4) 
n % n % n % n % 
4A 4 28.6 5 35.7 5 35.7 
4B 1 7.1 13 92.9 
4C 2 14.3 12 85.7 
4D 2 14.3 12 85.7 
4E 1 7.1 13 92.9 
Table 1.13 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1995 Through 2000 
Question 
Number 
None Little Some High 
(i) (2) (3) (4) 
n % n n % n % 
5A 1 6.7 9 60.0 5 33.3 
5B 2 14.3 8 57.1 4 28.6 
5C 3 21.4 7 50.0 3 21.4 1 7.1 
5D 6 42.9 5 35.7 3 21.4 
5E 5 35.7 6 42.9 3 21.4 
5F 4 28.6 9 64.3 1 7.1 
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Table 1.14 
Questionnaire Response Frequencies (n) 
and Percentages (%) by “Agreement” Categories 
for Fiscal Years 1995 Through 2000 
Question 
Number 
Immediate 
Problem 
Potential 
Problem 
Financially 
Sound 
Exemplary 
Financial 
Health 
a) (2) (3) (4) 
n % n % n % n % 
6 7 46.7 6 40.0 2 13.3 
Table 1.15 
BCSMPHEQ Mean Responses 
by Rank Order of Question Number (#) 
for Fiscal Years 1995 Through 2000 
# Mean # Mean # Mean 
6 1.53 3F 2.15 3D 3.16 
30 1.59 1C 2.36 5A 3.21 
5D 1.62 3E 2.41 1A 3.24 
31 1.69 2A 2.45 3B 3.25 
5F 1.69 3K 2.45 2D 3.30 
5E 1.70 3C 2.49 IB 3.39 
3L 1.77 2B 2.55 3A 3.44 
3M 1.91 3H 2.65 2E 3.83 
5C 1.98 3G 2.69 4C 3.84 
3N 2.09 2C 2.93 4D 3.84 
3J 2.14 4A 2.96 4B 3.92 
ID 2.18 5B 3.07 4E 3.92 
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Table 1.16 
BCSMPHEQ Mean Responses 
By Question Number (#) 
For Fiscal Years 1995 Through 2000 
# Mean # Mean # Mean 
1A 3.24 3D 3.16 4A 2.96 
IB 3.39 3E 2.41 4B 3.92 
1C 2.36 3F 2.15 4C 3.84 
ID 2.18 3G 2.69 4D 3.84 
2A 2.45 3H 2.65 4E 3.92 
2B 2.55 31 1.69 5A 3.21 
2C 2.93 3J 2.14 5B 3.07 
2D 3.30 3K 2.45 5C 1.98 
2E 3.83 3L 1.77 5D 1.62 
3A 3.44 3M 1.91 5E 1.70 
3B 3.25 3N 2.09 5F 1.69 
3C 2.49 30 1.59 6 1.53 
Table 1.17 
Frequency of Communication Between the 
Chancellor and Selected Positions 
Comparison of Two Cases 
1989 - 1994 1995 - 2000 
Mean 
Response Rank 
Mean 
Response Rank 
Vice Chancellors 3.27 4 3.24 3 
Provost 3.26 3 3.39 4 
Deans 2.39 2 2.36 2 
Department Chairs 1.74 1 2.18 1 
Composite Average 2.67 2.79 
Key to numerical averages: 1= None 
2= Rare 
3= Some 
4= High 
Table 1.18 
Frequency of Communication Between the 
Faculty and Selected Positions 
Comparison of Two Cases 
1989- 1994 1995 - 2000 
Mean 
Response Rank 
Mean 
Response Rank 
Chancellor 2.35 1 2.45 1 
Vice Chancellors 2.50 2 2.55 2 
Provost 3.02 3 2.93 3 
Deans 3.23 4 3.30 4 
Department Chairs 4.00 5 3.83 5 
Composite Average 3.02 3.01 
Key to numerical averages: 1= None 3= Some 
2= Rare 4= High 
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Table 1.19 
Frequency of Communication Between Selected 
Senior Positions and External Leaders 
Comparison of Two Cases 
Positions 
1989 - 1994 1995 - 2000 
Mean 
Response Rank 
Mean 
Response Rank 
Between Chancellor and 
President’s Office 3.18 3 3.44 3 
Local political leaders 3.07 2 3.25 2 
Board of Higher Education 2.38 1 2.49 1 
Between Provost and 
President’s Office 2.81 3 3.16 3 
Local political leaders 2.52 2 2.41 2 
Board of Higher Education 2.12 1 2.15 1 
Between Vice Chancellors and 
President’s Office 2.76 3 2.69 3 
Local political leaders 2.54 2 2.65 2 
| Board of Higher Education 2.21 1 1.69 1 
Between Deans and 
President’s Office 2.03 2 2.14 2 
Local political leaders 2.21 3 2.45 3 
Board of Higher Education 1.68 1 1.77 1 
Between Department Chairs and 
President’s Office 1.66 2 1.91 2 
Local political leaders 1.71 3 2.09 3 
Board of Higher Education 1.54 1 1.59 1 
Key to numerical averages: l=None 
2= Rare 
3= Some 
4= High 
Table 1.20 
Level of Chancellor Active Involvement 
During Selected Events 
Comparison of Two Cases 
1989- 1994 1995- ■2000 
Events 
Mean 
Response Rank 
Mean 
Response Rank 
Enrollment Management 
Planning 
2.59 1 2.96 1 
Fiscal Crisis (Budget 
Reductions) 
3.87 5 3.92 3 
Preparation of Annual Budget 3.75 4 3.84 2 
Capital Planning 3.59 3 3.84 2 
Capital Campaign 3.12 2 3.92 3 
Composite Average 3.38 3.70 
Key to numerical averages: 1= Disengaged 3 = Somewhat Engaged 
2= Rarely Engaged 4 = Highly Engaged 
Table 1.21 
Chancellor's Inclusion of Selected Positions 
Or Groups in Decision Making 
Comparison of Two Cases 
Position or Group 
1989- 1994 1995 - 2000 
Mean 
Response Rank 
Mean 
Response Rank 
Vice Chancellors 3.16 5 3.21 6 
Provost 2.91 4 3.07 5 
Deans 1.86 3 1.98 4 
Department Chairs 1.57 2 1.62 1 
Faculty 1.49 1 1.70 3 
Students 1.49 1 1.69 2 
Composite Average 2.08 2.21 
Key to numerical averages: 1 = None 
2= Rare 
3= Some 
4= High 
Table 1.22 
Respondent's Sense of the Financial 
Health of the Campus 
Comparison of Two Time Cases 
1989- 1994 1995 - 2000 
Mean 
Response Rank 
Mean 
Response Rank 
Sense of Financial Health 1.00 1 1.53 1 
Key to numerical averages: 
1= Immediate Problem 3 = Financially Sound 
2= Potential Problem 4 = Exemplary Financial Health 
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Time Period: Fiscal Years 1989 Through 1994 
Survey Questions 
Rare Some Hieh 
Frequency of communication 
between the chancellor and 
the following positions: 
a. Vice Chancellors 0.0 70.0 30.0 
b. Provost 11.2 44.4 44.4 
c. Deans 62.5 37.5 0.0 
d. Department Chairs 100.0 0.0 0.0 
Frequency of communication 
between the faculty and the 
following positions: 
a. Chancellors 60.0 40.0 0.0 
b. Vice Chancellors 45.5 54.6 0.0 
c. Provost 20.0 50.0 30.0 
d. Deans 10.0 50.0 40.0 
e. Department Chairs 0.0 0.0 100.0 
Frequency of communication 
between selected senior positions 
and external leaders: 
Between Chancellor and 
a. President’s Office 12.5 50.0 37.5 
b. Local political leader 14.3 57.1 28.6 
c. Board of Higher Education 
Between Provost and 
57.1 42.9 0.0 
d. President’s Office 25.0 62.5 12.5 
e. Local political leaders 42.9 57.1 0.0 
f. Board of Higher Education 
Between Vice Chancellors and 
85.7 14.3 0.0 
g. President’s Office 44.5 22.2 33.3 
h. Local political leaders 50.0 37.5 12.5 
i. Board of Higher Education 
Between Deans and 
75.0 25.0 0.0 
j. President’s Office 75.0 25.0 0.0 
k. Local political leaders 75.0 25.0 0.0 
1. Board of Higher Education 
Between Department Chairs and 
100.0 0.0 0.0 
m. President’s Office 88.9 11.1 0.0 
n. Local political leaders 75.0 25.0 0.0 
o. Board of Higher Education 100.0 0.0 0.0 
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Rarely Somewhat Highly 
Engaged Engaged Engaged 
Level of Chancellor active involvement 
during the following events: 
a. Enrollment management 44.4 44.4 11.2 
b. Fiscal crisis (budget reductions) 0.0 11.1 88.9 
c. Preparation of annual budget 0.0 22.2 77.8 
d. Capital planning 11.1 11.1 77.8 
e. Capital campaign 22.2 33.3 44.5 
Rare Some High 
Chancellor’s inclusion of the following 
positions or groups in decision-making: > 
a. Vice Chancellors 11.1 55.6 33.3 
b. Provost 25.0 50.0 25.0 
c. Deans 75.0 25.0 0.0 
d. Department Chairs 75.0 25.0 0.0 
e. Faculty 87.5 12.5 0.0 
f. Students 87.5 12.5 0.0 
Great 
Potential Financially Financial 
Problem Sound Health 
6. What was your sense of the state of the 
financial health of your campus 
during 1989-1994? 100.0 0.0 0.0 
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Time Period: Fiscal Years 1995 Through 2000 
Survey Questions 
1. Frequency of communication 
between the chancellor and 
the following positions: 
a. Vice Chancellors 
b. Provost 
c. Deans 
d. Department Chairs 
2. Frequency of communication 
between the faculty and 
the following positions: 
a. Chancellors 
b. Vice Chancellors 
c. Provost 
d. Deans 
e. Department Chairs 
3. Frequency of communication 
between selected senior positions 
and external leaders: 
Between Chancellor and 
a. President’s Office 
b. Local political leaders 
c. Board of Higher Education 
Between Provost and 
d. President’s Office 
e. Local political leaders 
f. Board of Higher Education 
Between Vice Chancellors and 
g. President’s Office 
h. Local political leaders 
i. Board of Higher Education 
Between Deans and 
j. President’s Office 
k. Local political leaders 
l. Board of Higher Education 
Between Department Chairs and 
m. President’s Office 
n. Local political leaders 
o. Board of Higher Education 
Rare Some High 
0.0 73.3 26.7 
0.0 57.1 42.9 
64.3 28.6 7.1 
71.5 21.4 7.1 
50.0 50.0 0.0 
40.0 60.0 0.0 
21.4 57.2 21.4 
0.0 53.8 46.2 
0.0 15.4 84.6 
7.1 35.7 57.2 
7.7 53.8 38.5 
46.2 53.8 0.0 
7.1 57.1 35.7 
53.8 46.2 0.0 
69.2 30.8 0.0 
26.7 73.3 0.0 
35.7 57.2 7.1 
92.9 7.1 0.0 
71.4 28.6 0.0 
50.0 50.0 0.0 
92.9. 7.1 0.0 
84.6 15.4 0.0 
75.0 25.0 0.0 
100.0 0.0 0.0 
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Rarely Somewhat Highly 
Engaged Engaged Engaged 
4. 
5. 
Level of Chancellor active involvement 
during the following events: 
a. Enrollment management 
b. Fiscal crisis (budget reductions) 
c. Preparation of annual budget 
d. Capital planning 
e. Capital campaign 
Chancellor’s inclusion of the following 
positions or groups in decision-making: 
a. Vice Chancellors 
b. Provost 
c. Deans 
d. Department Chairs 
e. Faculty 
f. Students 
28.6 35.7 35.7 
0.0 7.1 92.9 
0.0 14.3 85.7 
0.0 14.3 85.7 
0.0 7.1 92.9 
Rare Some High 
6.7 60.0 33.3 
14.3 57.1 28.6 
71.5 21.4 7.1 
78.6 21.4 0.0 
78.6 21.4 0.0 
92.9 7.1 0.0 
Great 
Potential Financially Financial 
Problem Sound Health 
6. What was your sense of the state of the 
financial health of your campus 
during 1995-2000? 86.7 13.3 0.0 
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